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I. INTRODUCTION 

This Commission was appointed to determine why some Baltimore 

City residents are paying inordinate amounts for automobile 

insurance when compared to the surrounding suburban areas (indeed, 

some areas within the City itself) ; and to make recommendations to 

alleviate the heavy burden those rates are inflicting upon those 

largely poor and black neighborhoods of the inner City. 

As to the why, it is apparent, as even the chairman's report 

concedes, that the use of zip codes to establish geographic 

territories for rating purposes, has greatly exacerbated an already 

serious problem existing in the City, creating not only an 

affordability problem but availability problem as well. Private 

insurers have essentially abandoned certain areas of the City to 

MAIF, regardless of the personal responsibility and the clean 

records of those individual insureds living in those areas. 

It is precisely those otherwise standard policy risks who, but 

for their address, should be eligible for the same affordable rates 

as the rest of the Baltimore Metropolitan Area, for whom our 



efforts should have beeh directed. It is beoause we have not done 

so, that I felt compelled to write a separate, or alternative 

report. 

II. TERRITORIAL rating by zip codes is unfair 

The chairman's report assumes that territorial rating is legal 

as long as it is based on some objective criteria. The only 

objective criteria used by insurers, however, is loss costs or the 

amount paid out in claims against policies on vehicles garaged in 

the territory. By definition then, drivers who cause accidents 

either inside or outside those territories set the difference in 

base rates or pure premium for everyone else within that rating 

territory. A good driver may get a discount on that base rate; but 

no matter how conscientious and responsible a driver, no matter how 

clean the driving record, they cannot - short of moving out - get 

away from the base territorial rate established by the insurer for 

their neighborhood. And they have moved out in droves, either 

actually if they can afford it or by registering the vehicle at 
? .-A 

another address. 
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It does not take a rocket scientist to realize that 

geographical distinctions, based purely on loss cost without first 

establishing (as originally contemplated) population density, 

traffic congestion and other physical characteristics applicable to 

a territory large enough to encompass the natural day-to-day 

driving habits of its residents, is utterly without foundation and 

subject to great abuse. The insurance industry has not only failed 

over the years to enlarge the rating territory used for Baltimore 

City to include the immediate surrounding metropolitan area suburbs 

whose residents are for the most part daily commuters; but has 

instead reduced those rating areas within the City to zip codes, 

thereby giving relief to some of the better neighborhoods of the 

City while raising base rates or pure premiums through the roof in 

others. 

III. HA IF HAS UNINTENTIONALLY COMPOUNDED THE PROBLEM 

MAIF was introduced in 1972 to take over assigned risks from 

private insurers for two basic reasons: (1) due to the mandatory 

nature of some coverages, insurance must be made available for 
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those drivers who cannot be placed in the private insurance market; 

and (2) because bad drivers should not be forced into the private 

system which inevitably increases rates for good drivers. 

Unfortunately, because of MAIF's existence, private insurers have 

not only been able to get rid of bad drivers, but entire areas of 

the inner City including the good drivers within those areas, 

through the simple expedience of using smaller territorial rating 

units (or zip codes) within the City. 

A symbiotic relationship has developed between MAIF and the 

private insurance companies. MAIF bases its rates on loss costs 

for the City as a whole. This ensures a rate for non-standard 

drivers which, while high, is not so confiscatory as to be in 

conflict with its primary purpose of assuring availability of 

legally mandated automobile insurance. If on the other hand, MAIF, 

like private insurers, used zip codes, the rate would be so high in 

the inner City that its survival politically would be put in play; 

and the industry's old nemesis assigned risk would almost certainly 

resurface. Indeed, this was one of the early proposals of House 
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Bill 923. 

In using zip codes, private insurers also assisted in keeping 

MAIF's non-standard rates down by essentially turning over the 

total market (good and bad drivers) in those inner-City areas. 

Because their loss costs were so exaggerated in these smaller 

territories, the typical premium charged for a standard policy 

offered by private insurers exceeded the cheapest non-standard 

premium offered by MAIF. So, in Baltimore City, we have the 

unintended conseguence of good drivers subsidizing bad drivers in 

order to maintain some allusion of affordable rates for mandated 

coverages and to discourage an unacceptable surge in uninsured 

motorists. 

This, in my opinion, is why we are here. It is almost 

certainly why Mayor Schmoke and a largely poor and black inner-City 

constituency affected by this gerrymandering of rating territories, 

has asked the Governor to establish this Commission. And it 

deserves to be addressed frankly and honestly regardless of the 

political realities which supposedly argue against it. The point, 
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as x see it, is not whether the practice is legal, but whether it 

is right. And we have, I believe, ignored that issue entirely. 

TV FINDINGS OP THE CHAIRMAN'S REPORT AS TO THE SOURCE OF THE 
PROBLEM IN BALTIMORE CITY IS UNSUPPORTED BY THE DATA PRESENTED 

In order to deflect attention from territorial issues and the 

strong suggestion of redlining inner-city neighborhoods, insurers 

inundated the Commission with a blizzard of industry studies 

blaming high premiums on the high freguency of claims and over 

utilization of health providers in the City, particularly in soft 

tissue injury cases which, because of the lack of any objective 

findings (i.e. broken bones), are easily faked. However, these 

studies just don't support that conclusion. 

First of all, on the macro level, the industry (as well as the 

chairman's report) relied heavily on a Rand Institute study 

comparing the ratio of so-called hard versus soft injury claims of 

all states to Michigan and New York. The premise being that in 

states such as Michigan and New York, who have verbal no-fault, 

neither the filing nor padding of false claims is likely since you 
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can only get your out-of-pocket costs. Pain and suffering or 

general damages are not allowed. In both states that ratio was .7 

(i.e., 7 soft for every 10 hard injury claims) versus a ratio of 

2.0 or twice as many soft injury as hard injury claims in Maryland. 

This was a real surprise, not because Maryland's ratio was so 

high but because it was so low. Another study by the IRC had 

already indicated that the ratio of soft to hard injury claims 

nationally was 5 to 1. So where are these statistics coming from? 

Whatever the reason for the discrepancy (and none was ever 

offered), the study is clearly in error.1 

Next at the local level, the insurance industry sought to show 

that the driving force behind premium increases throughout the 

State and Baltimore City was the substantial increase of the number 

of claims, and particularly third-party personal injury and PIP 

claims relative to property damage claims. Those studies also find 

a direct correlation between frequency of claims and the percentage 

1 Auto Injuries: Claiming Behavior and its Impact on Insurance 
Costs, Insurance Research Council, September 1994, page 20 
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of attorney involvement. The City has a higher attorney 

involvement than the suburban Baltimore area (89% vs. 78%), 

explaining, so the argument goes, the almost 50% greater number of 

personal injury claims in the City. Moreover, again according to 

the industry, attorneys and health care providers have gamed the 

system using PIP benefits to inflate medical specials which in turn 

directly increase the non-economic damage portion of any 

settlement. 

First of all, according to Exhibit 3 of the chairman's report, 

the frequency ratio of both personal injury and PIP claims per 

registered vehicle in the City versus the suburbs is 3 to 2 (i.e., 

3 claims in the City for every 2 in the counties) , there are also 

according to most recently available information from the Motor 

Vehicle Administration approximately 50% more licensed drivers per 

registered vehicle in the City (and many times that in some inner- 

City areas) than in the suburbs. Fifty percent more drivers equal 

a statistical probability of 50% more claims, but since loss costs 

are divided by the number of garaged vehicles within a territory 
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and not licensed drivers, it gives the impression the City's claim 

frequency ratio is out of line.2 Secondly, over utilization of 

benefits is equally specious since severity (or amount paid per 

claim) is admittedly less in the City than in the suburbs. 

So why has the chairman bought into these studies? Most 

likely for two reasons: (1) having rejected territorial for any 

meaningful or serious consideration, there is no where else to go; 

and (2) whether one buys into the industry's claim that inner-City 

claimants, attorneys and health providers are gaming the system, no 

one disputes that 75% of the average personal injury claim's 

economic loss are medical costs, and these costs have consistently 

out paced overall inflation including automobile insurance premiums 

In any case, it is not the frequency or propensity of insureds to 
assert third-party claims that results in loss costs being charged 
back to the particular territory. The propensity to make a claim 
then, can only be shown as having a statistical correlation to 
increased premiums with regard to first-party claims. Again, 
Exhibit 3 to the majority report shows the same 3-to-2 ratio, or 
5 0% more PIP claims being filed by City claimants than in the 
suburbs as is the case with third-party personal injury claims. 
This almost identical increase in both the number of claims brought 
against, as on behalf of. City residents strongly suggests that any 
increase in claim frequency is due to factors other than gaming the 
system such as already indicated the number of licensed drivers per 
registered vehicle. 
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over the last 15 years. So the chairman's report, whether unable 

or unwilling to deal with the peculiar problems of some Baltimore 

City residents in obtaining affordable automobile insurance rates, 

is now recommending a complete overhaul of the system state-wide by 

a combined elimination of mandatory protections, cost shifting and 

tort reform which it hopes will reduce premiums across the State by 

20%. 

V. THE RECOMMENDATIONS OF THE CHAIRMAN'S REPORT MAY WELL PRODUCE 
SOME REDUCTION IN PREMIUMS BUT CLEARLY NOT ENOUGH TO MEET ITS 
GOAL OR JUSTIFY THE MAJOR CHANGES CONTEMPLATED TO THE PRESENT 
OVERALL HEALTH CARE DELIVERY SYSTEMS 

The centerpiece of the chairman's recommendations for lowering 

the cost of automobile insurance throughout the State, is the 

virtual elimination of PIP and tying medical payments to Medicare 

fee schedules for both first-party and third-party claims. 

PIP has for all practical purposes been eliminated because 

pricing in the City makes it unaffordable; and for those who. have 

a health plan, it is unnecessary. This is unfortunate since PIP 

coverage is relatively cheap everywhere else except for those same 

inner-City areas we are seeking to help. Indeed, according to the 
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chairman's report's Exhibit 1, PIP in Baltimore City can represent 

as much as 25% of the premium for MAIF insureds or over $400.00 per 

year. Obviously, if PIP is completely optional, it is not going to 

be purchased by the typical inner-City resident who is also the 

most likely to be without health or disability insurance. The 

public health system, Medicaid and other public assistance programs 

will have to fill the void but at considerable expense to the 

taxpayers of the entire State. At least under the present system, 

mandatory PIP benefits took some of the financial burden off an 

already stressed health care system and had the distinct advantage 

of being paid for by the individual insureds themselves. 

Indeed, this is one of the more intriguing inconsistencies of 

the chairman's report; namely why, in view of the oft-stated 

position that nothing should be done for City residents which would 

increase the burden in other areas of the State, the Commission 

recommends such drastic change not only in coverage, but how 

benefits will be delivered, throughout the State. Under these 

proposals, 
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not only will the insured's choice of medical treatment be 

seriously curtailed under the managed care or P.P.O. recommendation 

of the majority report, but limiting payments to Medicare schedules 

will amount to a 45% deductible or underpayment of the fair and 

reasonable charges for those treatments. The average charge for 

full medical coverage under PIP outside the City is $40.00 per 

year. Why would anyone outside the City want to give that up in 

order to lower rates for some inner-city residents in Baltimore. 

Indeed, why would anyone outside of Baltimore City want to accept 

any of these direct and indirect burdens and costs being forced 

upon them by the limitation and/or restriction of present coverages 

for the vague promise that automobile insurance rates at least, 

will be reduced in the future by 20%.3 

To achieve this, the Commission not only seeks to shift first- 

party medical cost (PIP) to the health care system (both public and 

3Comments from insurers have already warned the Chairman of 
the inadvisability of setting such a large target in the Report due 
to their belief that the recommendations may not produce that Kina 
of reduction in premiums. 
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private), but to limit payments to health care providers under both 

first-party and third-party liability coverage to the fee schedule 

for Medicare. This is a major shifting of medical costs from the 

automobile insurance industry to an already stressed health care 

system. 

It was done in Pennsylvania with some success, to abate, 

according to the Rand Report, one of the highest over utilization 

of medical care in automobile insurance claims in the country. A 

report of the Budget & Taxation Committee of the Pennsylvania 

Legislature attributes one-half of the 5.7% average reduction in 

automobile insurance premiums in that State from 1989 to 1991 to 

the change. The question here is whether it is worth it, 

considering obvious differences between Maryland and Pennsylvania 

and the likely impact on employers and employees who are already 

dealing with the impact of dramatic increases in the costs of 

health insurance. The avgraqe automobile premium in Maryland may 

well be high at $750.QQ per year, but health insurance can easily 

cost that bi-monthly. 
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First of all, Pennsylvania's PIP was $10,000.00 not $2,500.00. 

Secondly, it was and is mandatory. Thirdly, Pennsylvania's over 

utilization of medical benefits was the worst of any tort state in 

the country. Maryland's savings in medical costs, on the other 

hand, is certain to be no more than one-quarter of Pennsylvania's; 

and the recommended optional nature of PIP here, will have the 

desired breaking action on any alleged over utilization (as, 

indeed, it has in Baltimore City) by increasing the premium to the 

point where no one will purchase it.4 

On the other hand, tinkering with anything that increases the 

burden on health care providers and insurers should have sure and 

certain benefits. For instance, one of the problems pointed out by 

the Pennsylvania Study is that while most health care providers can 

and do increase charges to other sources to make up the shortfall, 

increasingly that shortfall is being borne by employers through the 

4MAIF testified that 65% of its policyholders had waived the 
optional part of PIP since the 1989 change in the law. However, 
none of the insurers answered the Chairman's written request to 
show how that partial elimination of mandatory PIP affected loss 
costs relative to 1989 levels. 
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payment of health insurance premiums for its own employees. Strong 

public policy considerations over the last decade have stressed a 

more favorable climate in the state for business. Increasing the 

burden on present and perspective employers in the state certainly 

runs contrary to that philosophy; and must be carefully weighed 

against a possible reduction in automobile insurance premiums of 1 

or 2%. 

What makes this all the more absurd is that according to a 

recent NAIC Report (see attached Exhibit 1), Maryland as a whole 

has one of the lowest loss cost ratios to premiums charged in the 

country. Maryland ranks 4 8th. Only two other states had lower 

loss cost ratios in 1992 (the last year statistics were available) 

down from a ranking of 22nd in the country only 5 years before in 

1987. This is an impressive ranking considering Maryland's 

population density. I believe the appropriate expression is "if it 

a-in't broke, don't fix it"; conversely, if something is obviously 

creating isolated pockets or inefficiencies in the system, deal 
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with it at the source. 

VI. OTHER RECOMMENDATIONS 

In addition to the centerpiece recommendation to shift medical 

cost to health care providers and insurers, the chairman's report 

makes a number of other recommendations which while not seriously 

intended to save vast sums in costs to the system, will definitely 

enhance the industry's negotiating strength or bargaining power 

over claimants and insureds. 

One of the industry's favorites is the elimination of the 

collateral source rule. This rule only bars testimony in a court 

trial with regard to other sources of payment for the same damages 

(i.e., medical costs) being sought against the defendant in that 

particular case. The theory being (up to now) that if a plaintiff 

had the foresight to pay for additional coverage, it is he or she, 

and not the defendant or the one who caused the accident, who 

should get the benefit. 

Indeed, testimony was received by the Commission that health 

insurance as well as health providers always put a lien in any case 
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involving third-party claims. Moreover, payments from any 

employer-sponsored health plan, for Medicare or Medicaid must be 

reimbursed whether the lien has been affirmatively asserted in 

writing or not; and if not reimbursed, the attorney in the case is 

legally responsible. Realistically PIP is the only collateral 

source for which this recommendation would apply, and it makes 

little sense to do it. 

The purpose of the Commission is to reduce automobile 

insurance premiums in Baltimore City. If PIP has become 

unaffordable in the City, making it optional will eliminate that 

burden. If on the other hand PIP is seen as seed money in gaming 

the system by some unscrupulous claimants, attorneys and health 

providers in Baltimore City, the incentive is gone since most (if 

not all) will waive PIP coverage in those territories where 

premiums have inflated to unaffordable levels. 

The collateral source rule is an exclusionary rule of evidence 

which applies to trials. It does not apply to the settlement of 

claims. Anything can and will be considered in arriving at a 
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proper settlement of a case, including the tremendous expense of 

going to trial. That is why only 1% of all claims go to trial. 

Indeed, 90% of all automobile tort cases are settled for under 

$5,000.00. At those levels, the bargaining power is certainly with 

the insurance companies. Any additional threat over and above the 

prospect of going to court is overkill. Moreover, it makes no 

sense to deprive those 1% of all claimants who wind up in court to 

forfeit benefits they paid for to a liability carrier whose insured 

not only did not pay but caused the injury. More importantly, this 

1% is neither the source nor answer to the ills allegedly plaguing 

the system and for which this Commission was formed. 

Similarly the idea of Peer Review Organizations being 

established to determine medical necessity issues is absurd. First 

of all, insurers already have accountability measures available to 

them. There is no need then to establish yet another layer of 

medical bureaucracy to give the appearance of independence and 

legislative legitimacy to something that is bought and paid for by 

insurers. Moreover this one may well cost more than it saves 
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insurers. And if it operated as conceived in Pennsylvania, would 

cost the Insurance Commissioner's budget to increase substantially 

to undertake the required yearly audits. If we are going to audit 

anyone, it should be the insurersi 

Finally, there is the one recommendation thrown in at the very 

last minute concerning the insurer's right to rescind the policy 

if, after the loss has already occurred, they can demonstrate that 

some fact in the original application was misrepresented (not even 

fraudulently), and with the benefit of 20-20 hindsight, they 

determine would have caused them to reject the application for 

insurance in the first place, regardless of policy term or length 

of continuous coverage for that insured. 

Do we really trust this self-serving exercise to work? 

Insurers can already get out of contracts for fraudulent 

misrepresentations, determined by the courts based on legally 

objective standards. What they want here is a non-i ntentional 

standard based on their subjective appraisal after the fact. It is 

an open-ended, pre-emptory strike intended to force first and 
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third-party claimants to initiate legal proceedings, walk away or 

settle for nothing. It is also a trap for the unsophisticated and 

unwary. 

VII. CONCLUDING REMARKS 

In the best tradition of those believing the best defense is 

a good offensive, the insurance industry has mounted a particularly 

vicious attack on inner-City claimants, attorneys and health care 

providers. Premiums in the inner-City, we are told, are driven by 

non-existent injuries (i.e., soft tissue injuries), aggressively 

pursued by attorneys and over treated by doctors. 

Well, their own statistics (and there are no other kind) do 

not bear this out. But no matter, they have once again 

successfully avoided any serious investigation into the real causes 

of this Commission's charge; namely to- determine why automobile 

insurance premiums in Baltimore City (particularly the poor inner- 

City neighborhoods) are so out of line with the rest of the 

Baltimore Metropolitan Area. 
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A quick look at Motor Vehicle Administration statistics shows 

that Baltimore City has a 3-to-2 ratio of drivers to registered 

vehicles versus the suburban metropolitan areas. This is, not 

coincidentally, the same ratio of personal injury claims between 

the City and its suburbs. Yet the disparity between premiums 

between some areas of the City and its suburban cousins is not just 

a 1/3 more but rather as much as 4 times greater for the same 

coverages. Why? The answer, in large part, is a serious 

tightening of the territorial screws by insurers so that in some 

areas of the City, the question is not just affordability but 

availability. Again, not coincidentally, those areas are also the 

poorest black areas of the City. And just as Governor Schaefer 

before him heard the desperate pleas of a mostly middle class white 

constituency, Mayor Schmoke is now hearing a far more urgent plea 

from his own inner city black constituency because the price of 

near-parity with the county (premium-wise) for the better 

neighborhoods of the City, was tp ratchet down territorial rating 

areas into zip codes, where in poorer black areas of the inner- 
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City, the number of licensed and non-licensed drivers versus the 

already small number of registered vehicles approaches 3 to 1; and 

the loss costs per vehicle from a relatively small number of 

accidents can and do send premiums through the roof. 

The insidious nature of this tradeoff — breaking down 

territorial rating pools into smaller and smaller units ~ not only 

runs contrary to the essential concept of insurance in spreading 

risk, but"also because geographic rating is based solely on loss 

cost experience of the insured vehicles in the territory, makes it 

impossible for good drivers to significantly benefit from their own 

responsible driving records. The upside, if we wish to seize it, 

is that the same technology (computers) that allows tracking 

information in smaller and smaller territorial units, also allows 

doing away with territories entirely, predicating premiums on 

individual experience. Indeed, this was the recommendation of a 

Joint White Paper of the Association of Insurance Brokers and the 

Auto insurance Advocate Group back in 1989 ~ expand territories 

into the metro-suburban areas to recognizing the spread of urban 



density into these suburbs as well as relying more on technology to 

set premiums according to individual experience. Only in this way 

can Mayor Schmoke's plea to Governor Glendening and the Governor's 

charge to this Commission to seek an answer to lower auto insurance 

rates in Baltimore City be fairly addressed. 

The chairman's report, however, citing political realities 

that would never allow enlargement of territorial rating pools into 

the surrounding political subdivisions of the City or force 

insurance companies to stop redlining inner-City neighborhoods, 

looks to reduce premiums by the simple expedient of reducing 

benefits and shifting costs. 

The chairman's report recognizes the smoke and mirrors 

approach being taken to get the promised reductions in premiums, 

but justifies it on the basis that the consumers to be protected 

here are the ones paying the bills, not the few who may be injured 

and entitled to benefits sometime in the future. But even assuming 

this is a valid agreement, it does not justify limiting the search 

for cost reductions on the backs of consumers alone. Exhibit 2 to 
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this report shows that medical costs make up only 11% of our 

automobile insurance premium dollar, whereas property damage is 42% 

and the insurance industry's own administrative costs and expenses 

makes up 23% of the average premium. Neither were considered. 

Indeed, no one, except our Insurance Commissioner, is even allowed 

the proprietary information of the individual insurers that might 

be needed to determine whether there is any flexibility in those 

numbers. 

But this is not about premium reductions for insurers, they 

have already expressed in writing their doubt as to the possibility 

of getting 2 0% in overall premium reductions out of the 11% medical 

costs component of the average automobile insurance premium dollar. 

ia aVinnf rnntrol. The insurers have complete control over the 

automobile repair business by shear force of numbers or volume of 

business. Business that is given is business that can be taken 

away. What they do not have and want, is that same type of control 

over health care providers. But that kind of one-sided control is 

incompatible with a civil justice system. That is why the industry 
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wants no-fault. In a first-party system, they control, 

become the gatekeepers. If that happens, both consumers 

They 

— the 

ones paying the bills and the ones giving up the benefits they 

thought the system would provide for their injuries — lose. In 

every state that has ever tried it, the average automobile 

insurance premium has always wound up being more than under the 

conventional fault or tort system.5 

One final thought, having ignored the specific problems of 

Baltimore City and opted for a statewide approach; and even 

assuming the Commission's recommendations produce a 2 0% reduction 

in automobile insurance premiums throughout the State, does anyone 

really believe that after the dust settles and inflation has done 

its job, no one is going to notice that automobile insurance 

Attached are two recent Wall Street Journal articles have 
been attached (Exhibits 3 and 4) to attest to the wisdom vel non of 
turning over control to insurers. In the first column is quoted as 
having "bet the farm" on tort reform only to discover that while 
automobile insurance premiums had risen an average of 8% per year 
nationally, they had risen 9.2% per year in Colorado. The other 
concerns a suit just filed in New York against Aetna by the medical 
doctors fired from the insurer's own HMO for refusing to allow 
Aetna to have the final say as to whether treatment is medically 
necessary and appropriate. 
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premiums in Baltimore City are still 3 and 4 times higher than in 

the rest of the State. 

26 



RECOMMENDATIONS: 

A. Eliminate MAIF for standard risks. 

MAIF has been the pressure relief valve that has allowed 

insurers to exclude undesirable neighborhoods. If as originally 

suggested, insurers were required to maintain market share within 

the City approximately equal to their overall market share within 

the State, they would be using every bit of the competitive 

ingenuity to seek and find the most desirable drivers within those 

same blighted inner-City areas they have ignored for years. 

Technology today is such that the gathering of information on 

individual insureds is just as feasible as gathering it for large 

territories. Indeed loss costs which the industry admits is the 

only component in establishing territorial rates is just as easily 

determined by political subdivision, zip code or individual. The 

problem is that when those rating pools get too small both good and 

bad drivers suffer equally. And while MAIF's rates for non- 

27 



standard risks may even go up further due to the loss of those 3- 

year clean or standard risks the industry has forfeited, our 

purpose was not to alleviate the burden on bad drivers. To the 

degree we should, the elimination of mandatory coverages will 

assist even them. Insureds rejected by an insurance company must 

be given written notice as to the reason for the rejection. This 

rejection can be appealed to the Insurance Commissioner, since only 

the Maryland Insurance Administration can review underwriting 

guidelines. 

B. Make full PIP mandatory; but for this coverage only, the 
geographic territory should be the entire State. 

Since PIP makes up less than 10% of the total premium and 

there are 10 times the number of registered vehicles in the whole 

State versus Baltimore City, pooling loss cost statewide for this 

mandatory coverage only, would not have a significant upward effect 

on premiums while making them affordable for those poor inner-City 

residents who need it the most. These are precisely the families 

PIP benefits were intended to help. They have no health benefits 
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and marginal jobs at best with no paid sick leave. Until they can 

settle a third-party claim and/or just get back on their feet, PIP 

was intended to prevent these people from falling into the public 

health system and other public assistance programs at the 

taxpayers' expense. 

C. Property damage liability should not be mandatory. 

While there are significant public policy reasons for 

mandatory coverage with respect to personal injury claims, either 

first-party or third-party, there are no correspondingly compelling 

reasons to legally require automobile insurance for property 

damage. The property damage payments of private automobile 

insurance is 42% on average of our premium, and the minimum 

mandatory coverage for third-party liability protection is over 16% 

of that amount. In other words, it is more than 50% higher than 

the average premium for full PIP benefits. If mandatory coverages 

should be eliminated to make automobile insurance more affordable, 

property damage, not bodily injury mandated coverages, is where we 

should start. 
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D. In addition to the fraud provisions of H.B.923, the 
industry should subsidize a traffic investigative unit in 
each political subdivision. 

Police departments used to investigate all traffic accidents 

within minutes of their occurrence and file a report which was 

usually accepted (absent extraordinary circumstances) by the 

parties and liability carrier as the definitive statement of fault. 

It also established a credible independent source as to the nature 

and extent of injuries. Nothing gets cases settled quicker, closes 

opportunities for fraud, and lessens the need for attorney 

involvement in the mind of the prospective claimant(s) than an 

official statement or report confirming responsibility for the 

accident. This in turn saves a considerable expense in the 

handling of claims which adds 23% on average to our automobile 

insurance premium. 

E. Any person licensed by the State determined to have 
participated in a fraudulent claim and/or used unlawful 
means in the procuring or handling of such claims, should 
•in addition to all other remedies available against them, 
lose their license to practice or otherwise do business 
within the State. 
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There is credible evidence supporting the view that licensed 

persons are not dealt with harshly enough by various licensing 

boards or associations having authority over them. There should be 

a law which clearly states that any finding of wrongful conduct in 

advancing insurance fraud by such licensed person mandates 

immediate rescission of that license. 
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The Automobile Insurance Premium Dollar 
1991 

(Losses, oihtr payments, and investment income 
total S1.09 for tvery dollar of premium taJcen in.) 

Insurcr'i Admin- & Opcr. Caia (S0.I3y 

Federal & Slate Txta (i03) 

Defeaw Lawyer*' Fees (30J15) 

Plaintiff Liwycn' Fees (30.06) 

Waje Lots (50-07) 

Medical Care Payment* (50:11)-^ 

Automobilc Damage (50.42) 

piin & Suffering (30,12) 
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Tort Reform Test: 
Overhaul of Civil Law 

in Colorado Produces 
Quite Wixed Results 

Frivolous Litigants Win Less, 

But Some Real Victims 

Are Not Made Whole 

Insurers Who Left Return 

By Milo Geyelin 

Staff Reporter of The Wall Street 

Journal xx 
03/03/92 

WALL STREET JOURNAL (J), PAGE Al 
DENVER — Everyone talks about legal reform, but 

Colorado has bet the ranch on it. 
State laws here protect ski resorts and dude ranches 

from lawsuits over accidental injuries. Bars are virtually 
immune from legal blame for the acts of drunk patrons. 
Jury awards for pain and suffering top out at $250,000. 
And defendants can't be forced to ante up more in 
damages just because they have the deepest pockets. 

Some of Vice President Dan Quayle's most 
controversial proposals to overhaul the civil justice 
system have found a testing ground here. Shocked by 
soaring commercial and municipal insurance rates, 
Colorado began reforming its civil system six years ago. 
Though many states have enacted laws to limit civil suits 
and damage awards, none has done more than Colorado. 

The idea was to make insurance more available, 
knock down premiums and give businesses a breather 
from costly litigation. More than that, reformers wanted 
to redress what they perceived as an injustice; the 
prevalence of unpredictable and often unjustified jury 
awards spurred on by avaricious lawyers working for 
contingency fees. 

So what's the verdict? Insurance companies that 
fled Colorado in droves in the mid-1980s, blaming 
lawyers and high jury awards, have come back, bringing 
with them increased competition. Limits on damages 
have helped lower insurance companies' payouts, leading 

to some drops in insurance rates. Lawsuits of dubious 
merit are filed less frequently now because they are 
harder to prove. Defendants seem less inclined to settle 
out of court just to avoid the nuisance and risk of 
litigating. 

But, to the dismay even of some reformers, that's 
not the entirestory. Commercial insurance premiums 
have gone down much less than the business community 
anticipated. Auto insurance, the major insurance cost for 
consumers, is actually more expensive than it was before 
the legal reforms were passed.But, to the dismay even of 
some reformers, that's not the entire story. Commercial 
insurance premiums have gone down much less than the 
business community anticipated. Auto insurance, the 
major insurance cost for consumers, is actually more 
expensive than it was before the legal reforms were 
passed. 

Frivolous suits are less likely to reap big awards, 
but so are lawsuits that nearly anyone would consider 
valid. Cases involving catastrophic injury to the plaintiff 
and egregious wrongdoing by the defendant are 
highlighting the flip side of reform: The most seriously 
hurt are most likely to see their damages reduced the 
most under the new laws. 

A propane gas explosion in the mountain resort of 
Crested Butte in March 1990 illustrates some of the 
unexpected problems with legal reform. Investigators 
found that the gas supplier. Saigas Inc., had violated 
more than a dozen state safety regulations. Three people 
were killed, and 14 were injured. One of the injured, 
Roxie Lypps, a former teacher and part-time bank 
employee, was buried beneath bricks and debris and had 
severe bums over 40% of her body. After two years of 
painful bum therapy and skin grafts, Ms. Lypps is still 
unable to work full time and faces an increased risk of 
sldn cancer. 

A Denver state court jury awarded Ms. Lypps SI.5 
million last November. Of that amount, $486,000 was 
for punitive damages intended to punish Saigas and its 
parent, Empire Gas Co. of Lebanon, Mo., for 
negligence. The rest was compensation for injuries. But 
in December, a judge was forced to reduce the total 
amount by more than half. One reason: The jury s award 
of $600,000 for pain and suffering was over the state 
limit of $250,000. 

That reduced Ms. Lypps's compensatory damages 
to $621,642. Then another Colorado law came into play; 
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Individual defendants in civil suits can't be forced to pay 
more than their share of the blame when others at fault 
have no money. In this ease. Empire and Salgasjalamed 
the blast on a repair two previous owners had made. The 
previous owners were out of business and uninsured. But 
the jurors weren't told this because another Colorado law 
prohibits lawyers from disclosing whether defendants 
have insurance. When the jury divided blame equally 
among ail four companies, the net effect was to cut Ms. 
Lypps's remaining compensation to $310,822. 

That, in turn, knocked down the punitive damages 
because Colorado law prohibits juries from assessing 
more in damages to punish wrongdoers than they award 
to compensate victims. Ultimately, Ms. Lypps expects to 
receive a total of about $316,000 after ail her legal fees 
and other expenses arc deducted. 

"I'm well beyond {concern over} the money," says 
Ms. Lypps, 47 years old. "But the court system should 
allow the jury to award what they feel is fair. ... To me 
it's totally unfair. We end up being the victims again." 
In cases of serious injuries such as hers, what remains 
may not be enough to pay for medical care and 
rehabilitation. Because defendants and their insurers are 
now insulated from huge damages, costs are transferred 
to state and federally funded health programs when 
victims' insurance limits run out. 

In Longmont, Colo., seven-year-old Leah Speaks 
has been in a permanent coma since last May, when her 
mother was killed and her sister badly injured by an 
uninsured drunk driver coming from a bar. The driver 
had knocked back five beers and six whiskey shots, 
enough in many states to have the bar held legally 
responsible for the accident. 

But in Colorado, damages against bars that serve 
customers to drink are limited to 5150,000 and apply 
only if the bartender acted willfully. The bar in this ease 
settled out of court for the full amount. But it was hardly 
enough to pay for a lifetime of medical and nursing care. 
Federal Medicaid and disability payments are already 
footing the bill, says Leah's aunt and guardian, Roberta 
Gies. 

T.'-ah Speaks and Roxie Lypps weren't the kind of 
victims legal-reform advocates had in mind when they 
began overhauling the state's civil justice system in 
1986. The reformers were aiming at cases such as the 
one involving Oscar Whitlock, a University of Denver 
student who became paralyzed in a trampoline accident 
during a fraternity party. 

Mr. Whitlock blamed the university for not 
supervising the fraternity, and in 1985 an appeals court 
upheld a jury award of S5.3 million. Though ultimately 
overturned, decisions like this offended basic beliefs 

here that individuals must bear responsibility fortheir 
own risks. 

Such multimillion-dollar jury awards for seemingly 
meritless lawsuits also were being blamed for Colorado's 
deepening insurance crisis. Insurers said they could no 
longer accurately predict risk. Throughout the state, 
thousands of commercial and municipal liability policies 
suddenly were canceled in 1985. Rates and deductibles 
were soaring for other businesses and professions, while 
coverage declined. Rural physicians stopped delivering 
babies when rates for doctors who performed obstetric 
procedures doubled. 

Dude ranches accustomed to paying $20 a year per 
horse for liability coverage were suddenly paying $400. 
Bars and restaurants saw rate increases of 600%. 'A lot 
of my friends went bare," says John Ziegler, owner of 
Jackson's Hole SportsGrill in Denver. 

Nearly half of Colorado's municipalities had their 
policies canceled or faced major restrictions. Even cities 
with excellent risk records felt the brunt. "Basically, 
there was no reason," says Darrell Barnes, risk manager 
for Colorado Springs, which had its $5 million liability 
policy canceled in September 1985.. 'Our claims never 
exceeded our premiums." 

The problem was national, but Colorado seemed 
particularly hart hit. Some carriers, blaming lawyers, 
pulled out of the state altogether. Business groups and 
insurers banded together to urge reform. "If someone 
breaks into your house," Aetna Life & Casualty Co. 
warned in a fiill-page ad in Denver's Rocky Mountain 
News, "better hope they don't break a leg. Lawsuit 
abuse is out of control. 

The extent to which lawsuits actually were to blame 
remains in dispute. Some state officials question whether 
there really was an insurance crisis. Colorado is among 
18 states that filed an antitrust suit in 1988 against more 
than two dozen insurers. The suit alleged an industry 
conspiracy to pull out of the commercial and municipal 
liability market to limit exposure after years of risky 
underwriting. 

Insurance companies deny the charges and are 
vigorously contesting the suit. But former Colorado 
insurance commissioner John Kezer says that at least part 
of the industry's crisis was self-inflicted. For years, 
insurers had been underpricing policies and "low- 
balling" risk to grab premium dollars and invest at 
record-high interest rates, he says.- When those rates 
tumbled in 1985, the industry's cash surplus shrank. A 
nadonwide contraction in insurance availability ensued, 
coinciding with a rise in claims. 

Unpredictable jury awards exacerbated the problem, 
increasing pressure on defendants to settle cases, says 

ow Jones 
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former University of Denver law school dean Edward A. 
Dauer, chairman of a task force that investigated the 
crisis. Colorado was not experiencing a "litigition 
explosion," he says, but the insurance industry "needed 
predictability in risk." 

Legal reform became the clarion call, and 
Colorado's conservative, business-oriented legislature 
swiftly embraced it. Legislators enacted 68 laws over six 
vcars. 

Lawyers bccamc more reluctant to bring difficult- 
to-prove cases. Juries and judges became more skeptical 
of injury claims and angry about lawsuit abuse. "Junes 
who sit on auto-accident cases see themselves as more 
likely the victim of a lawsuit than the victim of an 
accident," says William Keating, a Denver plaintiffs' 
lawyer. 

Injury cases, as a result, have become more 
expensive to pursue and difficult to prove, says another 
plaintiffs' lawyer, Gerald McDermott. "That in and of 
itself is going to result in some cases that have some 
merit not being pursued," he argues. For cases involving 
less than catastrophic injuries, jury verdicts and 
settlements have dropped. 

The laws have most directly helped professions and 
businesses that were singled out for special protection. 
Malpractice rates at physician-owned COPIC Insurance 
Co., Colorado's largest medical malpractice insurer, 
have dropped 17% since 1988, the year Colorado 
overhauled its malpractice law to limit liability and 
damages for doctors. 

But, in general, the overall impact on the insurance 
policyholder has not been great. The insurers have 
benefited mere than individual consumers. Industry 
losses over the past six years have fallen 30%, while 
general commercial liability premiums have dropped 
only 9% overall, according to A.M. Best Co., an 
independent data gatherer. 

At Breiner Construction Co.. a small contractor m 
Denver, commercial liabiUty rates dropped 15% in 1990 
- the first drop after six years of increases. "It has come 
down," says Breiner's president, Rosemary Breiner, but 
not as much as it went up. 

State regulators haven't been able to determine the 
impact that legal reform has had on lowering insurance 
rates because commercial insurers don't have to reveal 
this information in public disclosures. Moreover, 
Colorado has benefited from an upswing nationally in 
the insurance industry's business cycle. That alone was 
largely responsible for bringing back insurers to the 
state, regulators say. 

Meanwhile, automobile insurance rates, a major 
bone of contention with Colorado residents, have 

continued to rise steadily. Between 1988 and 1990, rates 
rose 8% on the average, nationwide. But in Colorado, 
they rose 9.2% in the same period. "That's what's 
creating some animosity on the part of myself and some 
others," grouses Assistant Senate Majority Leader Ray 
Powers, a conservative Republican who, like some other 
powerful legislators, is having second thoughts about 
continued reform efforts. 

Highly publicized accidents such as the one at 
Crested Butte and another at Berthoud Pass, near 
Denver, are contributing to legislators' caution. In the 
Berthoud Pass incident, a state road worker clearing 
fallen rocks from the pass shoved a 6.7-ton boulder 
down the mountain in 1987, thinking it would roll just a 
few feet. The rock crashed into a tour bus 725 feet 
below, killing eight and injuring 25. 

One tourist, Marcus Lang, who was blinded and 
brain-damaged, lingered in Denver General Hospital for 
almost a year before he went home to West Germany and 
died. Under Colorado's governmental immunity law, 
toughened in 1986 and upheld by the Colorado Supreme 
Court last month, the state's total liability for all the 
victims combined couldn't exceed S400,000. Mr. Lang s 
medical bills alone exceeded S328,000. (Mr. Lang s 
estate hasn't received anything as yet from Colorado 
because the case is still being litigated.) 

Many Colorado residents were appalled. "I think 
we did need legal reform, but now the pendulum has 
begun to swing back, so the person who needs 
compensation can get it," says Republican House 
Majority Leader Scott Mclnms, an early reform 
supporter who now is backing off. 

One bill he is backing this year would increase the 
potential liability of government entities. Another would 
create an office of consumer advocate to more 
aggressively hallenge insurance-industry rate requests. 
Continued legal reform also now faces a more skeptical 
legislature, says Republican House Speaker Chuck 
Berry. 

Opposition is stiff for a bill the river rafting 
industry is pushing to protect itself against suits 
stemming from whitewater accidents, including "getting 
lost or failing to return." There is also little enthusiasm 
for a law auto insurers are pushing to reduce the 
minimum insurance coverage required in Colorado. Auto 
insurers are also promoting a companion bill to limit 
accident victims' ability to sue over injuries. 

Two years ago, identical auto-insurance proposals 
were under debate when Dorothy Powers, the wife of the 
assistant Senate majority leader, showed up in the state 
capitol to lobby in opposition. Encased in a body cast to 
fuse her own fractured spine from an auto accident, Mrs. 

^Dow Jones 
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Powers, 60 years old, sat before a hearing committee 
and held up her hospital X-rays. "I never thought that 
this could happen to me," she said. "Now I know it can 
happen to any one of you, to anyone in this room, at any 
given time.' 

Not surprisingly, says Mr. Mclnnis, both bills 
died. "This was closer to home," he says, "Everybody 
on that committee knew her.' 

(See related letter; "Letters to the Editor: Undoing 
Tort Reform Punishes the Innocent" — WSJ April 21, 
1992) 
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Doctors Sue Aetna 

Over HMO Dispute 

NEW YORK (AP) - A group of hospital 
anesthesiologists filed a lawsuit against 
Aetna Life and Casualty Insurance Co. 
yesterday, alleging that Aetna threatened 
to get them fired if they didn't agree to give 
up final say on patient care. 

The federal-court suit says that when 
the doctors attempted to negotiate changes 
in their agreements with Aetna's health- 
maintenance organization, Aetna threat- 
ened to stop doing business with the hospi- 
tals where the anesthesiologists worked, 
thus putting their jobs in jeopardy. 

The doctors claim the practice violates 
antitrust laws and is detrimental to the 
care of patients enrolled in Aetna's New 

^Yesterday's suit, filed in U.S. District 
Court in New York, was filed on behalf of 20 
anesthesiologists at hospitals on suburban 
Long Island that negotiated contracts with 
Aetna Health Plans of New York Inc. 

The suit seeks an injunction and com- 
pensatory damages. 

Aetna denied the charges. 
"There is absolutely no merit to the 

charges alleged in this suit," said Sal Foti. 
an Aetna spokesman.  
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CITIZEN ACTION'S SUPPLEMENTARY mvfvnriwTc r^vi    

PORT OF THE GOVERNOR'S COM^ON^S^^I^^ARY RE- 

 INSURANCE RATE REDUCTION A ^OMOBILE 

con-sen-sus \ken-' aenrtWae-v „ rr I " 
cojisentire] 1 : group solidarif-v •?« f F* consensus, pp. of 
general agreement: : UNANIMITY b ^ thL s®^t:iinent and belief 2 a : 
Of those concerned b s ^ judgment arrived at by moat 

D":: ,h; "f'0" nuniber of recommcndatjoos which Cidzen Action views as ami-cooso™ 
we do 00. offer oUr suppon for the ful, report. The tenn "consensus- docs not apply to the Z! 

my topon of,he Governor's Commission on Baltimore City Automobile Insurance Rate Reduction 

alToZe C tenn t0 dKCnbe "he COrami5sion,s -PO" « -d tnisrepresents U« ' Commission proceedings and of the process by which the report was created Allhouch 

no vote was taken by the Chainnan, it was dear that unanimity or "consensus- did no. exist. There 

was no gmup soi.danty in sentiment and belief nor was them a "judgment arrived a. by most of 

tnose conccmcd." 

Citizen Action supports recommendations to regulate teiritorial rating practices in order to 

the unfair and disproportionate economic impact thai cutrent practices have upon the African Ameri- 

can and low income communities in Baltimore City. With the exception of this recommendation, 

insurance industry market practices were not addressed. We feel that this limited the effectiveneM 

of tie Commission and set an anti-consumer tone which we strongly oppose. If a vote were taken on 

this report. Citizen Action would offer a "nay." 

Citizen Action agrees with the author of the report that "there is no room in the system for fraud." 

We strongly support reducing insurance fraud whether it is performed by claimants, doctors, lawyers 

or insurance industry employees. On the other hand, we oppose reducing or denying consumers 

benefits in order to reduce premiums, and we oppose recommendations which would shift costs to 

health insurance. In addition, we oppose recommendations which would allow insurers to collect 

premiums without having to pay full benefits. 

According to the National Association of Insurance Commissioners December 1993 Auto Insurance 

Database Report, Maryland auto insurance companies enjoyed a 1992 statewide liability loss ratio 

of 63.7 for private passenger auto insurance ranking 48th in the country. This places Maryland well 

below the 1992 countrywide average of 72.9 (Table 7, ppl4-15). Only two other states pay out less 

of their premium dollars to claimants than does Maryland. The same report shows that the liability 

loss ration for Maryland actually, dropped from 81.6 with a ranking of 22nd in 1987 to the 1992 loss 

ratio cited above. 



In 1967 Maryland insurance companies paid out nearly 82 cents for every premium dollar collected. 

In 1992 that number fell to nearly 64 cents. Either insurance companies have become grossly ineffi- 

cient, wasting the premiums they collect, or they have become amazingly profitable. 

Obviously, the insurance industry in Maryland has managed not only to decrease its liability loss 

ratio, but to spend out less and less of the premium dollar to consumers over the 6 years for which 

data is available. Yet, the Chairman of this commission chose "to make(s) no additional recommen- 

dation regarding market reform.'' This limited the commission to three areas (1) reducing fraud (2) 

reducing "underlying loss costs" and (3) reducing benefits to consumers. 

Maltipie Recoveries 

Citizen Action opposes commission recommendations to eliminate multiple recoveries. These 

recommendations lower costs to the insurance industry by allowing them to collect premiums with- 

out having to pay full benefits to consumers. Recommendation l.a. will shift expenses onto 

Maryland's health care system and ultimately raise health insurance rates for this already costly 

coverage. Any recommendation which shifts costs from auto insurance to health insurance will 

ultimately cost health care consumers more - this includes those who are good drivers and bad 

drivers, those in the city and in the suburbs. 

Managed Care 

Citizen Action opposes recommendation 2.a. This recommendation, if enacted, would have a nega- 

tive impact on consumers in 2 ways: (1) it will take away health care choice from consumers and (2) 

it will create a conflict of interest 

• 

Consumers will not be able to choose their own doctor. Rather, their choice of doctors will be 

limited to what their auto insurance company feels is appropriate — even if they are currently under 

the special care of another physician. 

The conflict of interest is clear. Auto insurance companies will make more money when they deny 

health care. Under this scenario, the company which provides a person's auto insurance will have a 

vested interest in limiting the quantity and quality of health care consumers receive if they are 

injured in an auto accident 

Under this scenario consumers arc put in an extremely precarious position if they have been treated 

inadequately or unfairly. The remedy in such situations is unclear but will surely favor the auto 

insurance company. For example, what would be the grievance procedure under such a system? It 

is likely that the Auto Insurance-Managed Care Doctor would serve as a witness on behalf of the 



injured party in such a situation. This is clearly a conflict of interest and dangerous for the con- 

sumer. 

Medicare Pronofak 

Citizen Action opposes recommendation 2.b.i. which imposes a Medicare fee schedule on health 

care providers for soft tissue injuries and 2.b.ii which would limit the amount for which third-party 

defendants are liable for medical costs for soft-tissue injuries to the amount reimbursed by Medicare. 

Congress is currently proposing a $270 billion dollar cut to the Medicare program. No one knows 

what the future holds for this program, therefore it is unwise to base any recommendation on Medi- 

care. 

In addition, Maryland already has undertaken a great deaJ of health care reform in HB 1359. This 

legislation includes the provision to develop a resource based, relative value scale doctor fee sched- 

ule that is determined on a provider basis. HB 1359 also includes a provision for an electronic 

claims data reporting program so that the type of care, by provider, can be tracked. Imposing a new 

payment plan on some providers, while developing a universal one that makes sense for all health 

care consumers is unwise and will create unneeded confusion. 

Fraud 

Once again. Citizen Action agrees with the author of the report that "there is no room for fraud in the 

system." Individuals found guilty of committing fraud should be prosecuted to the fullest extent of 

the law. This includes claimants, health care providers, lawyer and insurance industry employees 

and believe that such In this spirit, we support recommendation 3.b. which will create an accident 

reporting unit paid for by the insurance industry and recommendations 3.c.iM 3.c.ii and 3.c.iii which 

deal with licensing boards. Any professional found guilty of committing fraud should have their 

license revoked. In addition, we support recommendation 3.d. which will prevent "runners" from 

receiving compensation for directing or referring auto accident victims to an attorney or health care 

provider. 

While Citizen Action supports efforts to reduce fraud, we do not support limiting benefits to all auto 

insurance consumers to achieve such a reduction. Recommendation 3.a. which requires physical 

evidence of contact punishes both good driven! and bad and therefore we cannot support it We also 

oppose recommendation 3.e.ii. which would result in the punishment of the injured party not the 

individual who actually committed fraud. This is blatantly unfair 

Territorial Raring 



Citizen Action views territorial rating as unfair and discriminatory and would like to see this practice 

eliminated all together. Yet, we realize the political context within which we operate. Therefore, 

we strongly support recommendations to regulate territorial rating practices in order to eliminate the 

unfair and disproportionate economic impact of such practices upon the African American and low 

income communities in Baltimore City. 

Redncing Accidents 

As to recommendation 6., we do not feel that adequate data was provided to show that these recom- 

mendations would indeed reduce auto insurance premiums in Baltimore City. We therefore withhold 

our support. 
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August 31, 1995 

David M. Funk, Esquire 

Chairman 

Governor's Commission on Automobile Insurance 
Shapiro and Olander 

Twentieth Floor 
36 South Charles Street 

Baltimore, Maryland 21201-3147 

Re: Objections to Recommendations Contained in the Preliminary Report of the 

 Governor's Commissinn on Automnhile InsuranrP 

Dear David. 

r rep* r ^ kAS 3 member °f the Governor's Commission, individually, and on behalf of USF&G and the insurance industry, I am compelled to object to several of the Recommendations 
ontamed m the Prehmmary Report of the Governor's Comrmssion on Automobile Insurance for 

the reasons set forth below. 

Recommendation 5, relating to "regulation of territorial rating practices", is too 
broad and as such is not supported by the evidence. It goes beyond the charge given to the 

Governors Commission to seek ways to reduce rates in Baltimore City, and the implied charge to 

enhance competition in Baltimore City, which was a major goal of 1995 House Bill 923. 

1 heretore, it should be more limited in its application 

Rrccmmcndaticn 5(a) m unnecessary. The Maryland Insurance Commissioner in 

.Pnor approval review of every automobile insurance rate filing, determines whether or not'the 
underlying nsk constderattons. whioh support the rates and the rating territories used are 

actuanally-justified. He ,s required to do so by law, and Commissioner Bartlett statei at the 
August 28, 1995 meeting of the Commission, that he does so. Other than the complaint of one 

witness that underlying nsk considerations" should be defined by the Commissioner, the evidence 

tAamipro\jaa\lmfunko 
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does not suggest that a definition of this term is required or needed. In the alternative, if the 

Legislature wishes to elaborate and expand upon the statutory relationship between geographic 

territories and underlying risk considerations, it should be the body to do so; not the Insurance 

Commissioner. Therefore, Recommendation 5(a) should be deleted, or in the alternative, 

directed towards the General Assembly. 

Recommendation 5(b) should be amended to reflect existing law and existing 

powers of the Maryland Insurance Commissioner and generally limited in scope. As you are 

aware. Part 2, Section A of the Preliminary Report states, at page 63, that "the Commission 

received no credible evidence that automobile insurance rates are excessively high in Baltimore 

City because of overt race discrimination by the insurance industry". The reason for this 

statement is simple. The use of race by insurers in underwriting (which includes setting rates and 

establishing rating territories) is expressly prohibited by the Maryland Insurance Code. 

During the testimony taken by the Commission, only one witness made the 

allegation that race is used in establishing rating territories and that there was a correlation 

between race and rating territories. While such blatant violations of the Insurance Code are 

difficult to imagine because of the express prohibition to the use of race, it is appropriate to assure 

that such a correlation does not exist. The Maryland Insurance Administration, under existing 

law, has the power to investigate whether or not race is used as a factor in establishing rating 

territories, and whether or not race is a component used in the rating of automobile insurance 

policies. If the Maryland Insurance Administration determines that this is the case, then the 
Maryland Insurance Administration should prosecute the offending companies for violations of 

the Insurance Code. Recommendation 5(b)(i) encompasses these powers and is appropriate. 

Recommendation 5(b)(ii), however, goes beyond the prosecution of such offensive 

behavior. Recommendation 5 (b)(ii) directs the Insurance Commissioner to "ameliorate the 

impact of territorial rating practices on African-Americans in Baltimore City" if he finds that there 

is a relationship between the racial composition of the territories and rates. This recommendation 

does not call for prosecution, but rather, some other action to address the territorial rating 

practices. Redrawing, redefining or ameliorating territorial rating practices is synonymous with 

providing for some sort of subsidy to the affected class. This is inappropriate and should not be 
recommended by the Commission. 

More importantly, Recommendation 5(b)(ii) appears to contravene existing 

Maryland law. As stated earlier, Maryland law prohibits the use of race in ratemaking and 

prohibits any inquiry as to race, creed, color, or national origin by an insurer on any insurance 

form or in the application process. This assures that the rating process used by insurers is "blind" 

to race. Recommendation 5(b)(ii), absent some creative recordkeeping methods, will introduce 

race, and, specifically, a bias in favor of African-Americans, into Maryland's rating law. It will 
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require some tracking of African-Americans by insurers to assure that adverse effects can be 

ameliorated. This is inappropriate, and if done by regulation, would force the Commissioner to 

contravene the Insurance Code. For this reason alone. Recommendation 5(b)(ii) should be 

deleted. In addition. Recommendation 5(b)(ii) violates the spirit of the statements made by 

Governor Glendening and Mayor Schmoke at the initial meeting of the Governor's Commission 

that they were opposed to any recommendation or program which would provide a subsidy to 

Baltimore City. 

It must also be noted that at the August 28, 1995 meeting of the Governor's 

Commission, at which these recommendations were discussed, that the three African-American 

members of the Commission who were present objected to any reference in Recommendation 5 to 

race and/or to specifically highlighting African-Americans. While Messrs. Gill and Lambert 

wanted a recommendation that addressed territorial rating in some way, they joined me in 

opposing the introduction of a reference to race or African-Americans into the Recommendation. 

Unfortunately, the Commission chose not to accept this request from these three members. 

Lastly, the reference in Recommendation 5(b)(ii) to special treatment of 

African-Americans in any amelioration of rating territories, provides a bias against other 

minorities and all other insureds. This is also inappropriate. 

For all of the above reasons. Recommendation 5 should be significantly re-worked 

to only require that the Maryland Insurance Administration investigate whether or not race is used 

in the establishment of rates and rating territories; and if so, the Maryland Insurance 

Administration should be directed to use all of its powers to eliminate this violation of the 

Insurance Code. 

I also want to comment briefly on two other points. Recommendation 3(b) should 

not be funded by the insurance industry. The insurance industry provides support for the Fraud 

Unit through increased fees, and also pays millions of dollars in premium taxes to the State of 

Maryland. Any pilot program should be funded with State funds, after careful consideration of 

the cost-effectiveness and overall propriety of such a program, giving due consideration to the 

veracity and value of such reports. Also it would be inappropriate for such investigators to assess 

liability, as one member of the Commission envisioned their role. 

Lastly, while the goal of the Commission to reduce rates in Baltimore City by 20% 

is laudable, I am not sure that our Recommendations reach this target. I do believe that an 

effective no-fault bill or an effective choice no-fault bill, receiving the full support of the 

Governor, would be the most effective way to reduce rates. While political opposition from 

certain parties may detract from the value of such a program if the sponsors allow it to be 
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compromised, an uncompromised bill is probably the fairest and most effective way to reduce 

automobile rates. Therefore, the Commission should recommend that the General Assembly 
and/or the Governor s Office consider no-fault, and let them decide if there is appropriate 

political wherewithal to pass such legislation intact. 

Once again, I would like to thank you for the opportunity to panicipate in the 
Commission and to file these comments. 

Sincerely yours. 

JamEs R. Lewis 

SeTuor Vice President 

Member of the Governor's Commission on 

Automobile Insurance 

JRL/sgw 
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executive summary 

T^e Governor's COInmission on ^ ^ ^ 

ou„d tha. automobile France rates . ^ City ^ Mgmflcant|y ^ ^ 

—e ra.es etewhe. in ^ State of Maryland and further f„„„d ta ^ 

insurance rates m Baltimore City are caused principally by significantly higlier bodily injury loss 

cos. ^ autocue accidents inTOlving Bal.more City drive, .e si^y Ugber 

y jury loss costs in Baltimore City reflect the feet that significantly more bodily injury 

claims axe filed in Baltimore City than elsewhere in the State C." k.. 

State- Glaiming behavior in Baltimore 
t-ity lies at the ixx)t of hieher • 

raobiie insurance premiums in Baltimore City, 

Two global solutions were presented tn th* n - - 
Commrssion to reduce rates in Baltimore 

Uty:1116 elimination of territorial ratins and th. , 
S ^ of ^ no-fault compensation system, 

a omtmssion rejected both .olutrons, Himmatmg territorial ratin, „oUld s.mp,, ^ costs 

to mjury victims. 

- - Ratber than pursuing global solution, the Commission decided to focus more narrow,y 

on t e problems and abuses associated with claim in a k«k • 

_,f 
Ul Chmmg behavlOT m ^toore City and to fashion 

specific proposals to address these problems and abuses T„ „ h . 

t 
SeS' ^ 50 dou,S. «h« Commission decided 

:r ^ r ^ - - —■ — —,. pu^ of. 
—n has been to provide reasonable and reaUsrie avenues of rare reaef to the good 

honest drivers in Baltimore City and elsewhere. 
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Two abuses m parecular attraaed the attendoD of the Comnmsion; (i) the patten, and 

practice of multqrie tecoveries for the sarae ^ and (ii, the nuraber and traatraent of 

nonvenfiable soft-Ussae injuties. Too ^ cUiraants .covet for the sarae from muldple 

sources, and too many claimants incur excessive and unnecessaiy medical costs and attorney's 

fees for sprains and strains and aches and pains Manv nf th* r ■ • P s. Many of the Commission's recommendations 

are tailored to these abuses. 

After tnat* hoars of testtaony from rcgulatoI3i expeitSj ^ ^ ^ ^ 

health care ptovidera. the Commusion a.thoate., focused o„ she raajor area, affect, the cost 

of automobile insurance in Baltimore City: 

1- The Commission found that persons injured in automobiie 

accidents may receive multiple recoveries for the same bodily injuty. For example, a claimant 

may receive reimbutsement for the same injuty from health insunmc*. pe.onai injuiy protection 

(PIP) and a liability secernent. ^ Commission found that these multiple recoveries contribute 

to the high cost of antomobile insurance in Baltimore Citv T„ 
ore City. To ensure that claimants do not 

-eive muitiple recoveries for the same injuty, the Commission recommends that recoveries 

under uninsured motorist (CM) coverage and thim-party liability coverage be reduced by 

compensation or recoveries that the claimant twelves ftom other sources, m addition the 

commission recommends that peraonal mjuiy pmtection (PZP) cover oniy Uiose costs and losses 

not otherwise covemd by tile claimant's health and disability msurance. 

2 Medical Costs And Aftomey Tnvr>K,^mrnr. ^ r . . ^ yivemem. The Commission found that medical 

• pamcularly for soft-tissue mjunes, and attorney involvement in bodily injmy claims 

contnbute to the high cost of automobile msurance in Baltimore City. To reduce medical costs, 

2 - 



the Commission recommends that insurant ■ u 
ma msurance compames be petmmed to offer a managed-care 

option for personal injuty protection (PIP) and to major insurers and the Matyiand Antomobile 

Insnrance Fund (MAIF) be required to offer a PIP managed-care option for the treatment of soft- 

tissue injuries. He Commission abo recommends that reimburcemen. to health care Riders 

for the treatment of soft-tissue injuries be contained at Medicare levels and that ovennilization 

be limited through the use of peer review orgamzations and treatment To limit 

unnecessary attorney involvement in automobile accident elatos. the Commission recommends 

** ^geted direct-mail solicitations to automobile accident victims and their relatives by 

attorneys be ptohibited for 30 days following the accident. 

3. Eond: The Commission found that feud significantly increases the cost of 

automobile insurance in Baltimore City. To reduce the number of ftaudulent insmance claims, 

the Commission -commends to ® claimants be tequired to stow evidencc of physicaI ^ 

in otder to recover uninsured motorist (UM) benefits in a Mt-and-tnn accident, (ii) an acciden, 

reporting unit be established within the Baltimore City police department as a pilot pr^gnun, 

funded by toe insurance industry, to prepay and file accident reports, (iii, tire Insurance Fraud 

Division be required to refer evidence of attorney and health care ptovider ftaud to the 

appropriate licensing and disciplinary boards and fusing and disciplinary boards be .quired 

to report to tire msurance Fraud Division on those cases in which no discipiinaty action is taken, 

(rv) the bcense of any attorney or health care provider convicted of insurance ftaud be revoked 

and (v) payments to -runners" who direct or refer automobUe accident victims to attorneys or 

health care ptoviders be prohibited. In addition, to reduce the costs associated with fraudulent 

applications for automobUe insurance, the Comnussion recommends that insurer, be permitted, 

3 - 



?ed-care 

^mobile 

ofsoft- 

Jviders 

tzation 

limit 

aends 

JS by 

it of 

ims, 

itact 

fent 

m. 

ud 

he 

xf 

i, 

1 

immediately and without prior notice, to cancel and rescind the policy of any insured who 

procures automobile insurance by purposely misrepresenting material facts on an automobile 

insurance application if the material misrepresentation is discovered before a claim is made and 

that insurers be pennitted to deny flrat-paity benefits to the insured if the material 

misrepresentation is discovered after a claim is made. 

4. Mandatory Coverage: The Commission found that drivers are required by law 

to purchase first-party automobile insurance coverages that they may not need and do not want 

and that these unnecessary and unwanted coverages add substantially to the cost of automobile 

insurance in Baltimore City. Tie Commission recommends that both personal injmy protection 

(PIP) and uninsured motorist (UM) coverage be fully optional. 

5. Territorial Ratinf: The Commission found no crodible evidence of intentional 

racial discrimination in the rate-maldng practices of automobile insurers. However, the 

Commission did receive evidence to suggest a possible correlation between the racial 

composition of rating territories and automobile insurance rates. To assure that territorial rating 

practices are ftee of unfair discrimination, as required by law. the Commission recommends that 

the Insurance Commissioner (i) adopt regulations to define the "underlying risk considerations" 

that insurers may use in establisbing rating territories, and (ii) investigate the possible correlation 

between the racial composition of rating territories and automobile insurance rates and. if 

appropriate, adopt regulations on tenitorial rating, within the existing statutory framewotk and 

without arbitrarily shifting costs from one territory to another, that will ameliorate the impact 

of territorial rating on African-Americans in Baltimore City and elsewhere. 

- 4 - 
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Highway Safety: The Commission found that preventable automobile accidents 

and preventable injuries in automobile accidents contribute to the high cost of automobile 

insurance. Therefore, the Commission recommends that certain highway safety measures be 

adopted in Maryland that have proved successful elsewhere in reducing the number of 

automobile accidents and the medical costs associated with automobile accidents. These include 

(i) cameras at high-risk intersections to photograph red-light violations; (ii) primary enforcement 

of seat-belt and child-restraint laws and (iii) prohibition of radar detectors. 

Although the focus of the Commission was on Baltimore City rate reduction, the 

Commission believes that these recommendations should be applied, and will achieve savings, 

in all jurisdictions. 

After delivering its Preliminary Report to the Governor on September 1, 1995, the 

Commission submitted its recommendations to Tillinghast, a nationally recognized firm of 

consulting actuaries, for an independent actuarial evaluation. Tillinghast found that several of 

the Commission's recommendations would have a significant impact on loss costs and premiums 

in Baltimore City and throughout the State. In particular, Tillinghast found that the 

recommendations to eliminate multiple recoveries and to contain medical costs for soft-tissue 

injuries would result in a significant reduction in losses and premiums for personal injury 

protection (PIP), uninsured motorist coverage (UM) and bodily injury liability insurance. Based 

on certain assumptions which are discussed in detail in its report, Tillinghast estimated "the 

impact on premiums [for mandatory coverages] statewide will be -21.5 % and -24.2% in the city 

of Baltimore." Because of insufficient data, Tillinghast was unable to make any estimate of 

savings from the Commission's recommendations regarding fraud or highway safety. 



INTRODUCnON 

On February 20, 1995 Governor Panis N. Glendening signed Executive Order 

01.01.1995.05, establishing the Governor's Commission on Baltimore City Automobile 

Insurance Rate Reduction (Exhibit 1). The Commission was established to examine those factor, 

which contribute to high automobile insurance tates in Baltimom City and to make 

recommendations to the Governor that will reduce these rates. In particular, the Commission 

was to examine rating practices by insmers, the influence claimant behavior has on insurance 

rates, and the roles of attorneys and health care provider on Baltimore City rates. The 

Commission was also asked whether the solutions it offered should be applied statewide. In 

addition, the Commission was charged with examining the role of the Maryland Automobile 

Insurance Fund (MAIP), Marytod's insurer of last tesort in the automobile insurance market. 

. UK Commission comprised 17 member of diverse backgrounds, experience and 

mterests. Pursuant to the Executive Order, the President of the Maryland Senate desigruted 

Senators TTromas L. BromweU, Martin G. Madden and John A. Pica, Jr. to serve on the 

Commission, and the Speaker of the Maryland House of Delegates designated Delegates Michael 

E. Busch, ComeU N. Dypski and Charles A. McClenahan to serve on the Commission. Mayor 

Kutt L. Schmoke (represented by Kevin S. OTCeeffe) and Baltimore City Councilman Melvin 

L. Stukes served on the Commission through designation by the Mayor of the City of Baltimore. 

Insurance Commissioner Dwight K. Bartlett, m, served on the Commission pursuant to the 

Executive Order. Governor Glendening appointed 8 members of the general public to serve on 

the Commission; Shelli Craver, State Director, Citizen Action of Maryland; Tteresa V. 

Czarski, Esquire; Philip O. Foard, Esquire; David M. Funk. Esquire; Gregory N. Gill. Esquire; 



Arthur W. Lambert, President, Lambert Insurance Agency, Inc.; James R. Lewis, Senior Vice 

President, United States Fidelity and Guaranty Company; and Martha C. Roach, Executive 

Director, Maryland Association of Health Maintenance Organizations. The Governor appointed 

Mr. Funk to serve as Chairman. 

Governor Glendening announced the formation of the Commission as part of a major 

automobile insurance reform initiative to address the dual problems of availability and 

affordability of automobile insurance in Baltimore City. House Bill 923 (1995), sponsored by 

the Governor and passed during the 1995 Session of the General Assembly, addressed the issue 

of availability by requiring most major insurers to develop a marketing plan for Baltimore City 

and requiring them to market their products in Baltimore City in the same manner as in other 

parts of the State. The bill also addressed one of the major factors, identified by the 

Commission in this Report that increases insurance rates, insurance fraud, by reconstituting the 

Insurance Fraud Unit as the Insurance Fraud Division of the Maryland Insurance Administration 

(MIA) and increasing the funding for the Insurance Fraud Division. 

While methods for reducing automobile insurance rates are the subject of debate, the fact 

that rates for City residents are high is not debatable. As can be seen in Exhibit 2, a 

comparative rate guide published by the Maryland Insurance Administration (MIA), rates for 

City residents are typically three times the rates for drivers in rural counties. In some cases, 

such as young drivers who can least afford to make payments, there is almost a five-fold 

difference in rates charged by some companies. Higher rates in the City are an additional 

fmancial burden on City residents, and are cited as one of the reasons residents choose to leave 



automobile iosu^ce i. persona! and coinpulsoiy> a ^ 

insurance rates is akin to tax relief. 

^e Commission began meeting on Ma^h .3, 1995. and held 8 pnblic hearings tluough 

May .7. 1995. Le Commission heid 5 additional meetings beri.een Inly 24 and August 28. 

1995, to review and to hear testimony on a draft Pr^r • « 
ony a draft Prelmunaxy Report. The Pieliminaiy Report 

was delivered to the Governor on September 1, 1995. 

At the request of the Commission, the Governor authorized the insurance Commissioner 

to engage an mdepen^nt actuary to evaluate the recommendations in the Pmiimiuary ^ 

^ losmauce Ounmissioner engaged Tillingbast. a Towers Petrin company, to conduct a„ 

Analysts of Proposed Statutoty Heforms,- which was presented to the Commission on 

November 2, i995. Tbe Trllinghast report is included as an Appendix to tbis Report. 

' ^ COmmiSSi0n Wd 4 between November 2, 1995 and December 4 1995 
CO hear testimony and to review the dmft Pinal Report. ^ over 50 of ^ _ 

devoted to receiving testimony and comments from interests parties. addition, the 

ion received hundreds of pages of written materials, providing data, analysis and 

opinion regarding the issues before the Commission Th. r 
commission. The Commission has drawn heavily on 

thSSe materials in preparing this Report. 

Part I of this Report represents the analysis by the Commission of .be testimony and 

~ mceived, and the findmgs of the Commission based on the testimony and material 

considered. Part I is divided into eight Sections: Section A discusses automobile insurance 

coverages that are mandated by Maraud law and tbe way in wMch these averages may lead 



automobile insure, aud exptees U. justification fo, Station, on and eMenges to tettitotiai 

^ting, including cUitns of unfcir discnntination against City tesidents by insure.. Section C 

focuses on bodily injuty claims and the ways in which these ciaims contribute to the cost of 

automobUe insumnce in Baltimore City. Section D discusses propeny damage costs, with 

panicular emphasis on automobUe theft and automobUe repair costs. Section E repot* on 

vanous ftaudulent practices both in procuring automobUe insurance and in making automobUe 

laims. Section F examines the automobUe insurance markets in Baltimore City and 

•he ways to which private insurers and the Maryland Antomobile Insurance Fnnd (MAIF) serve 

these markets. Section G discusses insurance company profitability and efficiency. Section H 

considers antomobUe accident costs in Ught of highway safety consideration. Commission 

findings are set forth at the end of each Section relating to the materials in that Section. 

.Part H of this Report contains the recommendations of the Commission as weU as a brief 

discussion of the actuarial report prepared by Tillinghast. 

-9 - 



PARTI 

DISCUSSION AND FINDINGS 

SECT10N ^ '^^:Q^®®'^^^®^£EiQi!EEASE_IN^jAgYI=AND 

in order .o provide a foundauon for to exam^on of .hose faao. which cause high 

au.on.ob.le durance rates h. B^ore City. ^ Conimission ^ 

mandated by Snde law and .he tapac. each covera.e has on auu.n.ohiie insu.nce preiniun,s. 

^ ■ Mandated Covpra^c 

^ 40 ^ ^ 3 responsibdity- law.1 ^ ^ appUes 

to respond finance in ^ case of an au.ou.obUe acciden. In .he case of private passenger 

automobile France, .he ^ responsibility ^ ^ ^ ^ ^ ^ 

purchase of an automobile iosu^ce policy. He stah.tes refer to thi. evidence of fmancial 

tesponsibility as Quired securi^.- Although the requirements in Maryland are faWy typical 

of states that have "requimd security" bws, particuU. requirements vary ton. state to state. 

Set forth below are the coverages that comprise the "required security" in Maryland. T^ese 

coverages are broken down into two genera, categories: "ted-par^- coverage, which pro.ecs 

the insured from lawsuits from third parties and "fir*t r,oT^ « 
parties, and first-party" coverage which provides benefits 

d^ectly to the insured from the insured's own insurance company. 

a- Thind-parfy Covftrappc 

Zmirnammum. Tins liabili^ coverage indemnifies the owner of the 

§ 17-101, Transportation Article, Md. Ann. 
Code. 
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accident, up to specified limits of insumace oomained in the policy. When benefits are paid 

under this covetage in the policy, they axe paid to a tod party, not the purchaser. Under 

Maryland law the -required security" for bodily mjuty liability (BI) coverage is $20,000 per 

person, and $40,000 for any two or more persons (per accident). 

• Property Damapp. T .iabjlity (PP). This is another form of "thiri-party" coverage, 

but protects the insured from lawsuits for damage to to of another person, such as a 

motor vehicle, rather than bodily injury to another person. In Maryland, to required security 

for property damage liability (PD) coverage is $10,000. 

b- First-party Coverage 

Personal Ininry Pnjtection fPTpj. Unlike Bl coverage or PD coverage. PIP 

erage is a first-party coverage.2 This means that a driver recovers PIP benefits from his 

or her own insurance company. PIP benefits are paid without regard to to fault of the driver, 

so that even if a driver causes an accident, he may recover PIP benefits from his own insurer. 

PIP coverage is similar to health insurance coverage in that it provides first-party benefits for 

medical and hospital expenses. However, under Maryland law, PIP also pays benefits for lost 

income resulting from an automobile accident, reasonable and necessary expenses incurred for 

-cenain essential services usually performed by to injured party for family members, and fimeral 

expenses. That statutory minimum for PIP coverage is $2,300. However, some insureds 

voluntarily purchase more than the statutoiy minimum. 

PIP benefits are payable to to first-named insured in to policy, and members of that 

person's family residing in to household, persons using to insured's vehicle with permission. 

§ 539, Article 48A, Md. Ann Code. 
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passengers in the insured's vehicle, as well as pedestrians injured by the insured's vehicle. PIP 

benefits may be waived by the first-named insured on the automobile insurance policy, but that 

waiver does not apply to family members residing in the first-named insured's household under 

the age of 16, certain passengers, or certain pedestrians. 

* UniI1sured Motorist (UM). This coverage pays when an insured driver and certain 

others riding in the vehicle arc injured by an uninsured or hit-and-run motorist.3 UM is <in.il:., 

to first party coverage in that it is paid by the insured's own insurance company. However, 

unlike PIP, UM is a fault-based coverage, and therefore has certain chaiactemtics of thirt-party 

coverage. In Maryland, uninsurcd motorist (UM) coverage is by definition deemed to include 

underinsured coverage. In other words, if a purchaser of uninsured motorist (UM) coverage 

is involved in an automobile accident with an at-fault driver, and the at-fault driver has in...„^. 

(ar,d therefore is not -uninsurcd'), but has BI coverage with limits of insurance that are less than 

the amount of UM coverage of the injured driver, then the UM coverage of the injured driver 

will be applicable over the amount of the at-fault driver's limit of liability. 

In Maryland, the UM statute requires that the amount of BI uninsured motorist (UM) 

coverage under a privale passenger motor vehicle insurance policy be equal-to the amount of BI 

liability coverage purchased by the driver, unless the driver waives down to a lesser amount but, 

o event, less than the statutory minimum for liability insurance ($20,000/$40,000/$10,000). 

The law concerning the precise scope of mandatory UM coverage as it applies to property 

damage (PD) coverage is not described with precision in the Insurance Code. Several references 

lnSUranCe COde ^ ^ ™ omy intended to apply to BI, no. PD coverage. 

j 5411 CM 11. Article 48A. Md. Ann. Code. 
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For example, as "umnsured motor vehicle" is defined to mean a motor vehicle the use of which 

has resulted in 'Ttlhe bpdily injuty pr death of an imMmr. and for which the sum of "the limit 

of liability under valid and collectable liability insurance [policies]...is less than the amount of 

coverage provided (under the UM statute]".' No mention is made in the definition of piopetty 

damage to the insured. SimiMy. the language mandating the coverage nrfets only to bodily 

injury (BI) coverage. 

^ PO^y ofmolor vehicle liability insurance sold...m this state after July 
,1975 shall contam coverage in at least the amounts required under fthe 

equired security law] for damages subject to the policy limit which fi) the 

to.rccover from 0,6 own" of operator of an uninsured vehicle because of bodily injuries sustamed m an [automobile] accident...5 

•me only reference to coverage for propeity damage is the provision which states; "In no case 

shall the umnsured motorist coverage be less than the coverage afforded a qualified person under 

Article 48A, §243H and 2431."' He references to 243H and 2431 arc to the Uninsurcd 

Division of the Maryland Automobile Insurance Fund (MAIF), which pays benefits, i~-l„,);n£ 

propeity damage, to those persons suffering damage as a result of an uninsured or hit-and-run 

automobile accident and who are not covered by another applicable poUcy. The Commission 

received testimony that notwithstanding this lack of clarity, the MIA requires insurers to provide 

property damage (PD) coverage under UM coverage. 

4 W. 

5 § 17-101, Transportation Article, Md. Ann. Code. 

§ -,41(C)(2)(v), Article 48, Md. Ann Code. 
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The Commission eamined the relate imoact ,h, h w 
e impact the dtfferent coverages have on th* 

premium paid bv a tvni^ii 
typical who purchases the statutorv • statutoiy mimmura. Exhibit 3 shows the 

components of MAff's stamtoty minimum poUcy by f . 

City. The bodily injn^ ^ com ^ 3 ^ ^ 

one half f th ^ Preim"m is 1116 larSest. constituting almost one-half of the entire premium PIP ic    ^ 
P mmm. HP" ^nd. constituting one-foutth of the overall • 

Clearly. propoaIs ^ 
overan P«=nuum. 

' greatest overaU • PO,,entS ^ ^ P~ ^ve the greatest overaU impact on rates, since toeether th.. 
ce together they comprise 75% of the overall rate 

e commission also examined the impact that the Umited PZP waiver ^ ^ 

automobile insurance rates in Maryland as well as the * t 
0° 

on these rates Exhibit 4 h 3 ^ ^ ^ WOuld — 
• Exhibit 4 shows the effect of both a limited and full waiver on MAD1 drivers 

^ ous terntones. Although mom MAIF drivers have waived HP in Baltimore City than in 

y r junsdicdon and, as a consequence of the limited waiver, these driver, have reduced 

their premiums substantially, the data show that oemin- h • 

result in a firnh k ow that permitting dnvets to waive PIP in full would 
substantial reduction in rates. 

3- Multiple R^oygneg 

^Wple recoveries occur wben different coverages or fiinding sourees comnensa, 

mured persons for the same iniutv . "^compensate 

recoveries is a h ' y ^ Rested that multipk ^ is a substandal contributor to high automobile insurance rates Tvpical, . 

recoveries can fv. ' yPlca^y» multiple enes can be prevented by one or a combination of three mech • 

health or disabilitv ■ . mechanisms: subrogation by a 
rer agaira ^ automobile insurer, reduction of • a 

received from collateral ' Judgments by amounts collateral sources, and coordination of 
of benefits among first-party coverages. 
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Although the subject of multiple recovery and its impact on insurance rates is discussed more 

fully in Section C, there are several statutory provisions relating to the mandated coverages that 

allow for (and in some cases prohibit) multiple recoveries. 

Maryland law does not require judgments to be reduced by amounts received from health 

insurers, disability insurers or other collateral sources. Thus, in the case where an automobile 

accident victim has received payments from his or her own health insurer and/or PIP insurer for 

medical bills, those same bills are also paid by the at-fault person's insurer under that person's 

BI average. This means that in some cases, BI coverage is used to make duplicative payments. 

Maryland law also does not permit PIP benefits to be reduced by payments from 

collateral sources.7 Again, this means that in many cases benefits recovered under an insured's 

PIP coverage are also recovered from several other possible sources including, as noted above, 

the at-fault party s BI insurer. If bills are first submitted to the health insurer, they may also 

be submitted to the PIP carrier for payment. 

The Commission notes that a recent case decided by the Circuit Court for Howard 

County has called into question this interpretation of the PIP statute, at least as it relates to 

HMOs.8 In that case, the victim received treatment for automobile accident injuries from his 

HMO. He then sought payment for that treatment from his PIP insurer. The Court cited the 

language of the PIP statute, which obligates PIP insurers for reasonable expenses arising out of 

an automobile accident if "incurred" within three years, and ruled that the PIP insurer had no 

duty to make payment because the victim had not "incurred" any medical expenses because all 

7 § 540(a), Article 48A, Md. Ann. Code. 

Campbell v. State Farm, Circuit Court for Howard County, Case No. 94-CA-24244, August 3, 1995. 
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treatment was rendered by the HMO. Whether this case, which could limit the opportunity for 

double recoveries from HMOs and possibly health insurers, will be upheld cannot be known at 

this time. 

However, in the case where an insured has coverage for PIP-type benefits from another 

first-party coverage, such as health insurance, the law permits, but does not require, insurers 

to coordinate these coverages so that the insured is paid benefits without duplication.9 The law 

requires that in cases where insurers coordinate coverages, they must make appropriate 

reductions in premiums for the "reduced" coverage (Le. nonduplicative coverage). The 

testimony before the Commission was that health insurers more often seek to coordinate benefits 

than do PIP earners. As a consequence, PIP coverage is normally considered the "primary" 

coverage for the payment of medical bills in the case of an automobile accident. 

Some parts of the PIP statute expressly prohibit certain double recoveries. For example, 

the law explicitly prohibits an insured from "stacking", that is, recovering PIP benefits from two 

motor vehicle insurance policies, and also requires that PIP benefits are reduced to the extent 

that the recipient "has recovered" benefits under State or federal workers compensation laws.10 

Thus, there are some cases where the PIP statute specifically prohibits double recovery. 

FINDINGS- 

1. The bodily injury (BI) and PIP components of the premium represent the two 

largest components of the typical total premium for automobile insurance in Baltimore City. 

9 § 540(b), Article 48A, Md. Ann. Code. 

10 § 543, Article 48A, Md. Ann. Code. 
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Consequently, recommendations that focus on these two components will have the greatest 

impact on reducing rates in Baltimore City. 

2. Even though the law authorizes an insured to waive a portion of the PIP coverage, 

PIP still constitutes a substantial portion of a driver's premium because PEP may not be waived 

as to all parties. 

3. Because Maryland law does not require judgments to be reduced by amounts 

received from collateral sources, amounts received by an accident victim from the at-fault 

driver's BI liability coverage may duplicate amounts recovered from other sources such as health 

insurance and disability insurance. 

4. Because PIP is paid without regard to fault and without regard to payments from 

collateral sources, PIP coverage may duplicate amounts received from other sources such as 

health insurance, disability insurance and third-party BI liability insurance. 

5. Although the precise amount of duplication is not known, it does exist and 

insurance consumers pay for the cost of providing multiple recoveries to accident victims. 

- 17 - 



SECTION B. TERRITOPTAL RATTMr: 

One of the ch^es .he Con.o.issico in fte Goven.or-. Execndve Orde. is t„ examine 

the mmg practices of insutance companies, ^e Commission therefote received and considered 

o" ^ ^ teStlm0ny' « ^ >•* insurance indus^. reUting to the marmer in 

tomobile insurance premiums are established. The insurance industry presented the 

business and acuaria, basis for current rate-maMng practices. ^ Commission aiso received 

-unony reding the lega! ^uiremems and const^ts reUUng rate-maidng, and 

objectrons to one particular mte-making practice, that of territorial raring. 

!• Cost-based Pricing 

As a general proposition, insurance is a risk management t^hnique that allows insureds 

to reduce the finance unceriainty that result from their inabihty to predict firture losses. 

Insureds pay a premium to an insurer in exchange for having the insuter bear the risk of loss 

* the m5urcd suffe a 10SS, tasurcrs assume the of io. hy spreadmg the costs of aU nsks 

-ong a large number of singly simated insuteds. each of whom pays a relatively small but 

certain amount in the form of a premium. The process of establishing insurance rates is 

complex, me basic objective of rate-maldng is to establish a premium That will cover ,he 

expected losses and expenses of the insurer for the coverage that is being rated." Generally 

speaking, insurers examine the past losses of the largest possible number of insureds, which they 

in turn use to estimate their probable future losses tw- .. 
l0sses- 711656 P3* ^ses are also considered in light 

of factors which may impact their costs in the future For ex^rrmi. i 
" r examPle' losses incurred in the future 

AffordabUityTaskF^, ^ Comniission=rs (NAIQ Availability and 
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may be more eostly than pas. losses if the eost of health care in genetal is rising. Rates also 

include factots for general expenses and profits, among other factors, 

lliat aspect of rate maJdng which in large pan has given rise to the establishment of the 

Commission is the practice of insurers classifying insurods into categories for the purpose of 

charging different rates to insureds in different classifications based on historic loss costs of 

those classifications. Typical classificalions of risk used by automobile insurers include age, 

gender, and place of residence or geography. 

Tlie Interim Report of the National Association of Insurance Commissioners, Insurance 

Availability and Afibrdability Task Force, summarized the role of risk classification in the 

following manner: 

The goal of risk classification is to create groupings of a similar 
prospectwe risks of loss so that the people, property, or vehicles with a higher 

, of *oss Pay a amount of premium.... [Tjhere are many ways to group 
nsks through rate classifications, so that the premium collected from a group of 

insureds will cover the expected losses from that group. Broader rating classes 
represent a larger grouping of risks, while smaUer rating classes present a more 

detailed segmentation of the market.12 

According to testimony from the insurance industry, the justification for the use of risk 

classification, such as rating territories based on geography is that of "cost-based" pricing. This 

-concept was justified to the Commission by a representative of the insurance industry in the 

following manner: 

r°°e°f^e baf,ic Pri-Kiples in Pricing an insurance policy is that the price should 
reflect the cost of providmg the coverage, plus a reasonable margin for profit. 

This is not a principle umque to insurance pricing but is widely followed in other 

competitive areas in an economy based upon private enterprise. Cost-based 

12 Id. 
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One representative of the ^ P™ ^ .plinciples. of _ 

associated with that policv " Tn 

on, a rate should minimize "anti-selection." Li other words, if a risk classification is not relativelv hom 

^ fh ' h0m0gen0US' ^ with expected losses higher 
- .e ^ e.^ losses WUI ^ ^ ^ ^ ^ ^ ^ ^ 
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mks worsens the tool experience of the class. 

The Commission takes note of the fact that th> > «- 

, the faa that the testmiony relating to the rationale for risk 
classification was not alwavs enncict^f vu ays consistent, wrth some testtoony suggestiog it is done i. the best 

— of consumers, md other testimony suggesting it is doM , ^ ^ ^ of ^ 

rers themselves. On the one baud, testtaony received by the Commission torn the mdustry 

s. those wno presented the highest risk should pa, the highest prcmium, ^ vicc ver5a 

aweyer, other representarives of the iudus^y conceded that the d^w^ of territories is done 

rrr ^ ^15 ^ ^to ^ ^ ^~ wer oss costs cau he separated from msureds residing in higher cost areas, the 

insurer can charge the Ie« "ricinr" 

    group a iow/erpremium, which u, tun, creases that insurer's 

^ ^ ,c. 
Id. 

Testimony of Parker Boone. Actuaiy, TiUinghast. 
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competitive advantage. In other words, the consequence for an insurer for failing to parse 

insureds into the smallest possible risk classifications is that another insurer, having done so, will 

increase its market share with the best risks. The industry responds that these two goals, 

fairness and competitive advantage, are not inconsistent. 

In the specific case of automobile insurance, the "cost" to the insurer to provide the 

product is composed primarily of the projected losses and expenses of a particular insured based 

on his or her particular classification. Insurers must project losses and expenses for the policy 

period because the actual losses and expenses are not known until actually incurred. Insurance 

compames project future costs based on past losses for a particular classification. These past 

losses are referred to as the "loss cost," or "pure premium." These two terms are 

interchangeable and refer to: 

the total dollars of loss per insured vehicle. It is computed by dividing the total 

dollars of loss for a specified coverage by the number of insured vehicles.16 

As described in the testimony by the industry presented to the Commission, the loss costs 

are influenced by two primary factors: the number of claims per insured vehicle (frequency), 

and the average dollars of loss per claim (severity).17 By multiplying the claims frequency, 

the number of claims per insured vehicle, by the average dollar of loss for each claim, i.e.. 

the severity of the claim, the total dollars of loss per insured vehicle can be determined. 

Exhibit 5 illustrates the principles of cost-based pricing and risk classification. The chart 

shows loss cost data for each of 9 territories in the State, based on claim frequency and severity. 

16 Testimony of Elizabeth Sprinkel, Director of Research, Insurance Research Counsel, Inc. (IRC), and 
generally, IRC Report, "Auto Injuries: Claiming Behavior and its Impact on Insurance Costs", September 1994. 
See also ISO, Inc., "Factors Affecting Urban Auto Insurance Costs", December, 1988. 

17 Id. 
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2. Statutory T iT^tifinrn 

715 COmmiSSi0n whether the practice of ratt _ 
Commission is consistent with the mo • " described to the 

h requirements of the Insurance Corf, r. , 
durance Code explicidy recogmzes and aiJo« forthe no • • . ear5'' ^ Ma,y'and 

•he puiposes of establishing rates and minimum preminm ^ ^ 1,,t0 C,aSSffiCati0ns for 

as follows: Artc,e48A'§242(cX4Xi) provides 

I 

^d£sra3£^~y of ^ ^ 

^ Insurance Code goes on to specific ^ 

y ""snize "territorial- rating: 

^^sOT^h8~r ^ - e cApressed m geographic 

Tie Commission examined material submitted by the In, 

™ - -ue of territorial rating, including 2 different Attoroey ^ 

by the then Division of fnsurance in the Bepanment of Ijce ^ ^ 3 1990 

conclusions can be drawn from this material "^n. ' 
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First, according to the Attorney General, in general, this language permits insurers to 

charge different premiums to insureds residing in the City or parts of the City than to insureds 

in other parts of the State. The Attorney General has opined that in light of this language "the 

Commissioner does not have the authority to disapprove a specific filing simply because rates 

differ from one territory to another."" Thus, the mere fact that rates are higher in Baltimore 

City does not per se render them unfairly discriminatory under the Insurance Code. 

Second, the law also requires that rate differentials between territories be based on 

"underlying risk considerations" that substantially affect the losses and expenses of the insurer. 

This key phrase is at the crux of the debate over territorial rating, and is not defined in the 

Code. However, as the Attorney General noted in inteipreting this provision several years after 

it was passed by the General Assembly, Maryland law allows for several factors to be 

considered m making rates, including past and prospective loss experience and expenses, both 

nationally and statewide. The Attorney General opined that based on credible loss data 

estabUshing higher loss costs in those territories with higher rates, "the geographical 

classifications make sense" and satisfy the statutoiy standard.19 Therefore, while the 

Commissioner may not disapprove rates based solely on differences between territories, it is 

withm the Commissioner's discretion to require that an insurer show the required link between 

geography and the underlying risk considerations with reasonably current actuarial data. 

SepJmb^ST^ ^ Att0raey GeDeral Stephen H- ^ 10 J- Muh1' 

197?! OPmiOD ,etter fr0m ASSiStant Att0raey General ^ E- EaStwick to Sector John Carroll Byrnes. May 9, 
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Th^ was no di^t evince to the Conxion ,o demote .hat loss costs 

m ^ ^ OT ^ 0f ^ ^ ^ ^ ^ other paits of the State. However the 

Commission received tesdmony that challenge the tating pmcdces described above on two 

grounds. 

First, the Commission heart testimony that the tenitories established by some insuters 

: m whtch tates are highest are ako those with the highest pemenu-ge of African-American 

dnve., Becanse of the disptopotdonate hnpac this taring ptacrice has on the African-Atnerican 

community in Baidmote City, a compiaint has been fiied with the Matyiand Human Rciadons 

comtntsston challenging the tenitorial rate disparides. and Resting that such mting pmcdces 

be declared unlawful. 

, A second objection to the ptacrice of territorial rating was described in an extensive 

repon endued -Underlying Risk Considemdons: A Study of the Use of Territorial Rating For 

Pnvate Passenger Automobile Insurance in Baltimore, Maryland-. That study concluded that 

»me insurers are engage in a "sysremadc ptocess of isolating the City from its county 

neighbors through the development of marteting and rating territories- (As to the issue of 

exclusion by means of marketing stogies, the Genera! Assemb.y addressed this issue with the 

Passage of House Bill 923 (1995), sponsored by the Governor, in the 1995 Session. Ttat bill 

imposes on most major msuret, a duty to marlcet it. the City in the same manner as in the rest 

Of d* State.) The study argues that driving environments it, die City and funding areas are 

similar and thus rates should no. vaty between adjacent territories to die extent they do. ITe 

^tudy faults those factors currently used by insurers as "underlying risk considerations- because 

-I U- of Tofrilorid Rj(j»g for 
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they do not take into account the similar driving environments that typify territories, whose 

boundaries are adjacent, but whose rates vaiy dramatically. The study recommends the use of 

rate bands and other equalization measures to soften the disparities that exist between City and 

county residents. 

The complaint filed with the Human Relations Commission and the study described above 

seek as a remedy to current rating practices the elimination of territorial rating. While the 

elimination of territorial rating would serve to lower the costs of insurance for City residents, 

or certain territories in the City, other territories would see a corresponding increase in their 

rates. Thus, the redrawing of territorial boundaries for the sole purpose of "reducing" insurance 

premiums for some residents only serves to redistribute and reallocate overall costs, and does 

not address underlying costs. The General Assembly has consistently rejected such an approach. 

Although the Commission received no credible evidence of intentional race discrimination 

in automobile insurance rate-making, the Commission did receive evidence to suggest the 

possibility of a correlation between the rates charged in certain rating territories and the racial 

composition of those territories. The current law clearly prohibits discrimination in rating on 

the basis of race, color or national origin.21 Therefore, while the Commission agrees that cost- 

based" pricing is a legal and valid basis for rate-making, the Commission also believes that the 

Insurance Commissioner should further examine current territorial rating practices to ensure that 

these practices do not transgress existing prohibitions on discrimination based on race, color or 

national origin. 

21 § 234A, Article 48A, Md. Ann. Code. 
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** ^ -aw .es at .e ^ for all Justifications for cunent practices by insute, ^e 

Commission notes that cutrently no regularions intetprat this key phrase, particuUriy in Ugh. of 
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" ^ stated one opinion by the Attorney General: 
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, '■ ^ ^ C0St"baSCd PriCin«' Where "Wvera pay differont premiums 
depending on the risk ptesented to the insurer by the driver, is a wide.y accepted and in general 

legitimate approach to the pricing of automobile insurance. 

Redrawing temtorial boundaries solely to equalize rates between territories, only 

serves to redistribute, not reduce costs. 

— Loss costs in Baltimore Citv exrwH • « , te city exceed those m all other jurisdictions. As currently 

mteipreted by the Insurance Commissioner and the Attorney General, these loss costs consdtute 

underlying risk considerations for the putposes of the teiritonal raring sramre. 

4. The Insurance Commissioner's statutory authority with respect to the establishment 

O temtorial boundaries is that of deteiminine valid "nnH i • 
leimimng valid underiymg nsk considerations" for the 

^a0n1C^<^CIlera' ^■^oseP'1 Cumn, Jr. toMaiy Pat Claike, President, Bajlimore Qty GouncU, 
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establishment of rating territories, requiring actuarial justification for the "underlying risk 

considerations" relied on by an insurer for the territory established and ensuring that 

impermissible factors, such as race, color, or national origin, played no role in establishing the 

territorial boundaries. 

5. Although there is evidence to suggest that territories as currently configured may 

satisfy the legal requirements relating to what constitute permissible "underlying risk 

considerations" as interpreted by the Attorney General and the Insurance Commissioner, current 

law also prohibits discrimination in automobile rates based on race, color or national origin. 

6. There may be a correlation in some cases between those territories with the 

highest rates and the African-American population of those territories. The Insurance 

Commissioner has the statutory authority to investigate and, if appropriate, to seek to address 

the correlation between high rates and African-American populations in rating territories. 
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SECTION c. bodily tmtttry cj ATX/ro 

One of the to ^ Conuilission „ ^ ^ ^ ^ ^ ^ 

" Under,ymg 0f aU,0m0bUe —■ - ^ . Section A ^ shown m ^ 
3, the two coverages that compnsc ^ majority of a ^ ^ ^ ^ 

therefore conlribute most to the cost of automobile insurance are those that respond to the bodily 

ntjury component of an automobile injur, claim, the B! and HP coverages. Therefore, U.e 

Commission received and considered oral and written testimony, primarily ftom the insurance 

coverages. SpeciflcaUy, the Commission examine 1) as baCground, these coverages in the 

context of the three general types of injluy compensation systems in the Unired States; 2) those 

factor, relaung to automobile injury claims that particulariy influence the underlymg costs of 

ttese coverages from a national penipective, as well as in Maryland in general and Baltimore 

specifically; and 3) the anatomy of a typical automobile injury case in Maryland and the role BI 

and PIP coverages play in such a typical case. 

Iniury Compensatinn <;yctom. 

jutes are grouped into three broad categories depending on the way*, which injured 

pantes recover damages in automobile insurance claims, ^e three basic classifications of state 

laws relating to automobile insurance are: no-fault, add-on, and tori. 

fn the traditional or "tort" approach to compensation, an injured party seeks compensation 

^ economic losses and noneconomic .osses, such as pain and suflering. ftom the person who 

caused the mjmy. -nns recovery is typically ftom the BI Uability insurance of the at-fanlt parry. 
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In order to recover from a third party, injury victims must be prepared to prove fault on the pan 

of the third party. Twenty-seven states are considered "tort" states. 

In 9 states and the District of Columbia, drivers rely on the tort system, and claims 

against at-fault third parties, in order to recover their economic and non-economic losses, but 

there is a statutorily mandated first-party coverage, such as the PIP coverage described in 

Section A above. These PIP benefits are essentially "no-fault" benefits, but there is no 

restriction on the right of an injured party to pursue a liability claim as there is under a true 

no-fault statute. Maryland is an "add-on" state because Maryland law mandates the purchase 

of first-party no-fault PIP benefits and Maryland law does not restrict the ability to sue third 

parties for damages. 

Finally, there are so-called "no-fault" states, where state law restricts the right of injured 

parties to sue at-fault parties, and most economic damages such as medical bills, are paid to an 

injured party by that party's own PIP or no-fault coverage. In such states, PIP is but 

usually in an amount much higher than the $2,500 mandated in Maryland. The quid pro quo 

for the ability to receive payment for injuries without regard to the driver's own fault is the 

restriction on the driver's right to sue others. However, in none of these no-fault states is the 

right to sue absolutely prohibited. Each state law contains a "tort threshold" which allows for 

suit against an at-fault party if the injuries exceed the threshold set forth in the statute. Often 

these thresholds are described in monetary terms; however three states have laws that describe 

the threshold by describing in words the type of injuries that must be sustained, e^, "serious- 

injury, before suit may be filed. These states are so-called "verbal" threshold states. Thus in 

no-fault states, drivers cany some BI coverage. Twelve states have no-fault laws, and three 
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additional states have so-called "choirs" u i 
Cl,0,Ce n0-feul, ^ »Wch a vehicle owner ha. the option 

of being insured nnder a no-finlt policy or opUng for a fuU -.o,,- option. 

2- Factors Relating To TTnH^ivino r^ctc 

According to the testhnony received by the Co.nmi.sion tan. dte insurance indusuy U.e 

factor which ntos. significautiy hnpacts the ciahns cost to the insurer, which in tun, Unpacts the 

prenuums patd by the consumer, is the bodily injury Joss costs. U. the totai doUars of BI ioss 

per insured vehicle.23 Bodiiy inimy loss costs are in turn dictate by « of the avemge 

clam., that is the average dollars of loss per claim, and the feguency of claims, that is the 

number of claims per insured vehicle, in a particular territory. 

Uere are several factors which in geneml affect claim fluency. For example the 

higher the accident rate in a given area, the more likely it is claims win be filed more 

frequently, m mm, the accident rate may be affected by to vehicle congestion of to area. 

Urban areas have more cars than rural areas, so one would expect higher accident frequencies 

and to data support this conclusion. Consequently, according to marerial submitted by to 

industry, insumnce ta.es will tend to be higher in uton as compared to ruml areas because 

objectively measutabie conditions, such as traffic congestion and vehicle density, mean tot to 

UkelHiood of an accident occurring is higher in cities.24 

3 See note 16. 

-Studyof PrivK 

-r ^ Fcbnmy, ^ 
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Claim seventy is also influenced by many factors. These include the relative costs of 

health care in a given junsdiction, the speed at which the accident occurs, and safety features 

of the vehicle.25 

a.. National Trends 

Before examining those factors which are particular to the Baltimore City and Maryland 

insurance markets, the Commission examined national trends related to loss costs and insurance 

premiums. 

i- Bodily Iniurv Loss Costs 

The most comprehensive study submitted to the Commission was a study completed by 

the Insurance Research Council (IRC) in Febmaiy 1995 entitled "Trends in Auto Injury Claims: 

Second Edition" (hereinafter cited as the "1995 IRC report"). The IRC is a nonprofit research 

organization founded by the property-casualty insurance industry. This study examined those 

factors which influence loss cost and changes in those factors between 1980 and 1993. 

According to the 1995 IRC report, between 1980 and 1993, the average bodily injury claim 

payment grew 114%, from $4,755 to $10,587.26 

ii. Claim Frequency 

- According to the 1995 IRC report, between 1980 and 1993 there was a growing tendency 

by Americans to file liability claims for injuries in automobile accidents. The number of bodily 

injury liability claims per 100 insured vehicles rose 33% during this period.27 Interestingly, 

23 Id. 

24 1995 IRC Report, p. 6. 

27 Id. 
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and paradoxically, although the ftequencv of h^ i • - 

accident rates ' H ' ^ ^ ^ ^<■» trend m acciaent rates is downwarri wiiwara> according to the 1905 ror- 

accident ra„ • the 1995 IRC report. One measnre of the trend in idem rates is to examine property damage liability claims Th. ' v. 

reflect, ,h,- _ ^ alarms. ™e mcrdence of such claims reflects the mc.dence of accidents because for every accident r 

, , , ^ accident (m a tort state), the driver who is 
at fault is responsible for repairing all damaged property In an H 

1,1 m accidem where is damage 

ZT. 

« r.;r rr-— repo cms .to. between 1980 and 1993, although the frequency of bodily 

W S WaS riSi,,8■ ,he ^ damage claims was falling ^ 

Claim Severity 

The severity of claims has also been growins in the • ^ u 

According to the 1995 IRC repot, th 1980 ^ ,993- 
_ IRC repot,, the average claim payment more than doubled under the 

y -^ry (BI). proper damage (PD), and perao.1 injury protection ^ „ 

However, the average bodily injury claim payment rose more slowly than the medical component 

::~---^b^.„__wasgrowj:o: 
lowly than medical costs, and the study concludes that "medi I • 

auto In' ' ^ medicid cost milation alone isn't driving auto injury costs higher".30 

1995 IRC Report, pp. T-S. 

1995 IRC Report, pp. 5-6. 

30 Id. 
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iv. "Relative" Bodily Iniurv Claim Frequency 

As noted above, claim frequency, the number of claims per 100 insured vehicles, varies 

between city and rural areas due to those factors particular to urban areas, such as vehicle 

density and traffic congestion. In order to compare the claiming frequency in rural and urban 

areas, the Commission examined the relative frequency of bodily injury claims. This measure, 

the number of bodily injury claims per 100 property dama^p. rlaim«; holds constant the 

variations in accident frequencies in rural and urban areas due to factors such as increased traffic 

density, and allows for comparisons between the number of BI claims per 100 PD HahnQ in 

cities and in rural areas. 

According to the 1995 IRC report, this particular measure of frequency shows a marked 

upward trend nationally: 

The number of bodily injury claims per 100 property damage claims 
1 increased 18% between 1989 and 1993 to 29.3 from 24.9, an average annual 

growth rate of 4.2 percent. Over the full 1980 to 1993 time horizon the number 

of bodily injury claims per 100 property damage claims increased 64%. In other 

words, given an accident, the likelihood of filing a bodily injury claim has 
increased 64%.31 

Therefore, according to the 1995 IRC report, there is a national trend that for every 

accident in which property damage is claimed, there is an increased likelihood of a bodily injury 

claim being filed. 

" 1995 IRC Report, p. 9. 
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V- Bigsm!£eU!L£s1^^^ Tn rr^n P..„, 

TU national ffend which is most relevant t0 the justifications offercd by for 

higher rates in Baltimore City ara those trends comparing rcIative claiming rates in cities and 

rural areas. According to the 1995 IRC report: 

dom^cwms ^ 100 

residents are more likelv to fil^ a * ?l e 521116 state' indicating that city 
Tlera were 29^ ^ in reral areas' 

highest in Florida comparrito sT^tv PT.'ty <bniaSe claims" M™"'. 
claims in FranWin ^ ^100 ^ 

Exhibit 6 (Figure 3-3 ftotn the 1995 IRC repon) illustrates the great disparity in relative 

claimmg rates between urban and raral areas in several selected states. 

TTe 1995 IRC report concludes that these differences in rural and urban relative claimmg 

rates are attributable to the claiming behavior of urban accident victims: 

I 
Examining data within a state eives somp nf fh» a  
behavior varies from area to anT nif? ?! strongest evidence that claim 
can be attribu JT S^eren^- ^"f065 ^ state to state as noted above 

differences in the number of bodilyinjury claims pct UX^d3 ^ ^ 

typically k ^ 

l^^ ^age cS Ye/urhan r11? fewer ^ clauns per 

_ of ^ W claims per ioo properiy^^^/^ ^ nUmbers 

In examining the huge disparity in bodily injury rates per 1(K) insured vehicles in Califoroia. the 

report notes that "a person involved in an accident in Ix)s Angeles was more than twice as likely 

1995 IRC Report, p. 15. 

1995 ERC Report, p. 16. 

i 
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to have a bodily injury claim payment as an accident victim in any of the other three cities, a 

clear sign of difference in claiming behavior. "34 

vi. Differences In Injuries And Treatments Received In Urban And Rural 

Areas   

The relative claiming rate is not the only difference between rural and urban areas in the 

states. The Commission examined reports submitted by the insurance industry relating to the 

types of injuries reported by rural and urban claimants. 

According to the 1995 IRC report, 75% of central city accident victims reported a sprain 

or a strain, as compared to 51% of accident victims in rural settings.35 While these "soft 

tissue" injuries are more prevalent in city settings, more serious injuries are more prevalent in 

rural settings. Four percent of central city accident victims reported fractures, while 12% of 

accident victims in rural settings reported fractures. Similarly, 1% of the claimants in central 

city settings reported permanent total disabilities or fatalities, while 5 % of claimants in the mral 

areas were reporting permanent total disability or fatality. According to the report, claimants 

in central city settings were also less likely to have received no hospital treatment (53%) as 

compared to claimants in mral areas (25%).36 These statistics corroborate the premise that 

uitan accidents are less severe than those in more rural areas.37 (As used in the cited studies 

and throughout this Report, "soft-tissue" injury means sprains and strains that, unlike fractures 

or lacerations, are generally not objectively verifiable.) 

34 1995 IRC Report, p. 20. 

M 1995 IRC Report, p. 16. 

54 Id. 

17 Id. 
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I 
► 
I 

^ COmnmS,0n 3150 ^ 2 1994 ^ ^ "Auto Injuries: Cai.., 

IRC study) that ^ variations in injuries to au„ accident vicritns depend., 0I. the 

location of the accident. Xhis study co^ho^ the da. iu the .995 Repon conctnin, the 

types of injunes sustained by urban accident victims. 

rae 1994 ^ ^ ^ ^ — -ty accident .ocations, of the ^ 

areas." The .994 ZRC study ftuther found that be^een 1977 and ,992 morc 

claimajits experienced no disability as a result of their injuty and there was a decline in hospital 

aamssions for those ntalciug bodily injuty claitnants front 16% i,. I977 l0 7% m 1992 M ^ 

>994 IRC study reported shui.ar trends with respect to PIP cove^e. Tbe percenta^ of PIP 

claunants repotting sprains and sriains inc.ased fton, 64% in 1987 to 71. b. I992. ^ 

number of PIP claimants that did not experience any diaability .elated to their injuty increased 

rora 45% to 56% from the period 1977 to 1992 and PIP hn^t i 
PIP hospital admissions have declined 

from 18% in 1977 to 10% in 199? 40 Tro«^ i • 
rends relating to the care of PIP claimants by health 

-e professionals track those trends described above relating to thiiri-party claims. 

" Pan. tWl..- 
The 1994 IRC study also examined national trends relating to the use of particular health 

oare providers by automobile accident victims. The 1994 IRC study found there was an increase 

(herein^ eited i ■1994]^
,,^dy.^

,,,^ B«hav,or Md iis bamm:e Sq.iOTbo, 1994 

1994 IRC Study, pp. 20-28. 

40 Id. 
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m the use of particular health care practitioners during the same period." For bodly injury 

claimants, 27% of the claimants used chiropractors in 1992 compared with 20% n I987.4: 

Seventy percent used physical therapists in 1992 while 14% of bodily injury clainants used 

physical therapists in 1987." In 1992. the average number of chiropractor visits vas 25 for 

bodily injury claimants, and the average number of physical therapist visits per bodjy injury 

claimants was 19.- In contrast, the average number of visits by a bodily injury clumants to 

a physician or osteopath in other than an emergency room setting was 8« Several cnclusions 

can be drawn based on these statistics relating to types of injuries sustained and tie type of 

provider most likely to render care. First, as noted above, generally urban accidens are less 

severe than rural accidents, and the types of injuries most frequently reported by utfen accident 

victims support this premise. Further, the increased usage by urban accident -ictims of 

providers who treat less severe injuries is consistent with the fact the victims of utban 

automobile accidents are less seriously injured. However, if utban accident victins are less 

seriously injured than those in other areas, one would expect the medical expens.s of such 

victims, the economic losses, to be lower. The testimony and evidence was inconsisent on this 

point. The 1994 IRC data show that the average BI payment for chiropractor aid physical 

therapists is $1,999 and $1,676 respectively, the highest among all providers in be study." 

41 Id. 

42 Id. 

43 Id. 

44 Id. 

45 Id. 

44 Id. 
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However, representatives of these providers ^ 
P sented testimony that care rendered by members 

of these professions is less costly than care rend^r^ • u 
y man care rendered in other settings or by physicians. 

v^- Attorney Involvpmpnt 

0 Involvement A. ^ P^-rln 

^ -ura.c= industry a^es to „ne „f ^ sigIliflcailt ^ ^ 

costs ts the .eve. of attontey indent itt au[omobae accldem c|aiins b ^ of ^ 

ciatn,. the mdwtIy relies hMvi]y on ^ ^ M ^ 1994 ^ ^ ^ study ^ 

htgh .=vek of attorney invCvement in ante tajuty Cains are associated with high aut0 

costs." Tbe study. wllich .s^a Cosed^ study of over 62.000 c^auts, auobutes 

the htgh cost ofattotney invo.ven.ent to the fact that attontey-teptesented chants tepon higher 

~c losses, such as ntedica. e^nses, thau do Cahuants who are not represented hy 

attorneys.41 For examP,e. Figure 6-9 from the sntdy (Exhibit 7) shows tha, for Caintants 

presented by an attorney and n^niug a back sprain or soain. but who .ost no time at work 

econotnic loss was .note than three thnes that of such chants who wete no. represented by 

counse,. SnnUariy. forclainlants tep.sen.ed by an attorney and reporting back stnin or sprain 

^ who we. not restricted in the petfonnance of their usua. daiiy activities, econontic .oss was 

more than three times that of a claimant without representation. 

TTere are several possible explanations for the dramatic diffetences m losses and injuries 

claimed by victims tepresented by lawyer, and those who are not. He Institute for Civil Justice 

(ICJ), pan Of the RAND Domestic Research Division identified the fnii • 
n, laentmed the following possibilities: 

47 1994 IRC Study, pp. 58-59. 

1994 IRC Study, p. 64. 
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People who are more seriously injured or who incur greater losses are 
more likely to seek representation. Attorneys are more likely to take on a client 

whose injuries and losses are greater. Attorneys may encourage their clients to 
obtam the medical attention they need or, they may encourage their clients to 
obtain more medical attention than they need/9 

At least one explanation posited by the ICJ, that only the more seriously injured victims 

are represented by counsel (and therefore the claims costs of such victims are higher because 

their medical bills are higher) is not consistent with the data reviewed by the Commission. If 

this explanation were the sole reason for higher claims costs in attorney-represented cases, one 

would expect those states in which attorney representation is highest to also have the highest 

incidence of serious injuries. In examining the incidence of serious injuries among claimants 

m all the states, and the level of attorney involvement in automobile accident claims in the state, 

the 1994 IRC study found that a particular state's rate of serious injury (defined as fatalities, 

brain injuries, bone fractures, loss of senses or internal organ injuries) did not correlate with that 

state's level of attorney representation.50 

Furthermore, if the rate of attorney involvement correlated with the seriousness of the 

accident, one would expect a low level of attorney involvement in cities, because, as was noted 

earlier, city accidents are generally less serious, not more serious, than accidents in rural areas. 

However, as noted below, attorney involvement is greater in cities than in rural areas. 

The 1994 IRC study asserts that the higher economic loss is due to more expensive 

medical care rendered to claimants represented by counsel.51 Using the back-strained victim 

Accident^ifp. 27^ ^ "No*Fault APP"3**" *> Compensating People Injured in Automobile 

30 IRC Study, p. 58. 

31 1994 IRC Study, p. 65. 
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described above, wbo ,0. no ^ from wori: and .as thereforc presumed not t0 be 

J . the study u. Rgure 6-11 (Bchibit 8) shows Me difference in the extent of 

hospitalization for such victuns whether or not represented, but in Figure 6-12 (Exhibit 9). the 

study Shows to attorney-represented victtas are ntore likely to seek care on a non-etnetgency 

basts and are more likely to be treated by chiroptactora and physical thetapists 

Auother of .he explanations, that attonteys cay encourage their cUents to obtain .ore 

medical care than is needed, is a conttoveisial one. Representatives of the trial bar are the first 

to agree that obtammg compensation for nonexistent injuries, or -buildiitg-up claims", is 

fraudulent aud should be prosecuted. However, they deny there is widespread involvement by 

attorneys tn any over-compensation of accident victims. Whether the medical care received by 

an attorney-represented accident victim is appropriate given the victim's injuries (another of the 

possibilities suggested in the ICJ report) or is excessive ,c in 
) excessive, is in many cases the distinction between 

proper treatment and insurance fraud. The subject of franH a 
subject of fraud and excessive treatment for injuries 

is discussed more fully in Section E of this Report. 

^ Variatjon Attompy Invnlvpmgnt Bv 

_ The 1994 mc study also suggests that attorney involvement in automobile injuty elatrns 

vanes wtdely by, but correlates with, accident location. The highest petcentage of represented 

"Oddy Utjuty Claimants are found in central cities (64.) and their suburbs (63.). Zn tutal 

areas, 49% of claimants were represented by attorneys.52 

1994 IRC Study, pp. 46-47. 
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b. Maryland And Baltimore 

The Commission considered testimony and material indicating that Maryland and 

Baltimore follow the national trends relating to automobile accident claims and those factors 

which increase automobile insurance costs, except that in many cases Maryland and Baltimore 

outpace those trends resulting in higher premiums than in other cities and states. 

i- Bodily Injury Loss Costs 

According to the 1995 IRC report, bodily injury loss costs in Maryland rank 13th highest 

among the states.53 Although representatives of the trial bar argue that BI loss costs in 

Maryland are among the lowest in the nation, the data cited aboye do not support this 

conclusion. 

While Maryland's BI loss costs may be high in relation to other states, the Commission 

also considered data relating to those factors which account for the great disparity of costs 

among territories within Maryland. Exhibit 5 examines loss costs for territories in Maryland 

established by Insurance Services Office (ISO) and shows that the average loss cost in Baltimore 

City is three times that of rural counties ($305.67 vs. $104.53). In addition, the Commission 

reviewed a report on relative loss costs by ISO. ISO examined 5 years of insurance data for 18 

different cities and ranked these cities according to loss costs and claim frequencies relative to 

the state as a whole.54 Baltimore consistently ranked high in these "relativities" as compared 

to such cities as Chicago, Miami, Newark, Boston and New York City. For example, the bodily 

injury liability loss cost for Baltimore City was 2.37, meaning BI loss costs in Baltimore City 

33 1995 IRC Report, p. 5. 

54 ISO, Inc., "Factors Affecting Urban Auto Insurance Costs", December, 1988. 
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Were 2-37 tlmeS BI ^I0SS ^ ^ of the State. It. this Baititno. ^ 

third highest, behind Newark and Philadelphia. 

Claim Preqiiftnry 

raere 216 ^ S0urces of ^concerning the clataing fluency of specific temtories 

in Maryland. He firs, is Maryland specific data in the 1995 mc report. Hre second is data 

submitted by the Maryland AntomobUe Insurance Fund (MAIF). The thirf is data reported by 

ISO. 

n.e 1995 mc study provides an ana1ys1s of bodily injury and property damage claim 

frequency for the 50 sates and for 9 Maryland temtories. He data for the 9 Maryland 

temtories are reproduced in Exhibit 5. Maryland ranks 13th among the states in tenns of 

overall claims frequency. As for particnlar territories in the State, Territory 1, which is 

Baltimore City, has the highest claim frequency (number of bodily injury claims per 100 insured 

vehicles). Not only does Baltimore City have a high claim frequency relative to other territories 

in tire State, the ISO data show that Baltimore City had tire third highest frequency of the cities 

surveyed in drat stndy * As with most cities, at least some of the higher costs of automobile 

iusurance in Baltimore appear to be caused in part by tire higher number of Bl claims filed per 

100 insured vehicles. 

m- ."Relative" Rodilv Ininry riaim F^.^n^y 

An analysis of the 1995 IRC data on relative claiming rates, expressed as tire number of 

bodily injury claims per 100 property damage claims, demonstrates that Baltimore's reUtive 

Chum frequency exceeds that of odrer cities. For example, in Baltimore, there are 62.1 bodily 

" W., p. 20. 
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injury claims for every 100 property damage claims. This far exceeds the relative claiming rate 

in such cities as Miami (29.4), Oakland (45.6) Pittsburgh (18.0), Cleveland (40.8) and 

Cincinnati (26.0).56 

iv. Differences In Urban And Rural Areas 

Maryland and Baltimore also reflect national trends reflecting a great disparity between 

urban and rural relative claim frequencies. As shown in Exhibit 5, the relative claiming rate in 

Baltimore City (Territory 1) is more than twice the rate than for such territories as suburban 

Montgomery County and Eastern Shore counties (Territories 8 and 13, respectively). This 

means that for every accident that results in property damage for which a third-party rlaim is 

filed, it is twice as likely that a claim for bodily injuiy will also be filed in Baltimore City than 

in suburban or rural territories. This increases insurance rates for residents of Baltimore City 

as compared to residents of other jurisdictions, 
i 

The data submitted by MAIF also support the general proposition that bodily injury 

claims are more likely to be filed when an accident occurs with a Baltimore City at-fault insured, 

but the numbers suggest the problem is much worse among MAIF insureds. According to the 

MAIF data, the ratio of bodily injury claims to property damage claims is 113.8, meaning that 

for every accident that results in a third-party claim for property damage, there was at least one, 

and in many cases more than one, bodily injury third-party claim.57 

34 1995 IRC Study, p. 18. 

Testimony and material submitted to the Commission by David C. Trageser, Executive Director, Maryland 
Automobile Insurance Fund. ' 
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v- Claim .Severify 

A. discussed above, claim fluency is one com^nen, of ^ loss ^ or pure 

The second is claim severity. Hie mc data in Exhibit 5 ,u 

5 show tl,a, die claim severity in 
-ote City is the lowest of ail Stories leporied, with an average cost of S8.422. ^ 

" iS $8,932' ^ ^ ^ be-8 Wn=e Geoige-s Connty (19.544) and 
Baltimore outer suburban ($9 520) The KD 

(59,520). The ISO report snppons the IRC d^, Accoiding to that 

study, Baltimore ranked the lowest amnna i s .v • 

at 84i, 8 cities m terms of relative BI liability claim severity 

It was suggested to the Commission that riven these i • 
nat. given these data, claim severity does not play 

a role m the high rates in Baltimore City. However claim severitv ' 

. ' seventy is a measure of the average 
claim settlement cost ner riaim u st per claim. It is computed by dividing the total dollars for all claims by 

the total number of claims for that coveraee 7Wf„ coverage, merefore, as the number of claims increases, the 

denominator in the calculation for claim severity increases and thus claim severity ^ Since 

the number of claims in Baltimore City is higher than other areas of the State, the relatively low 

c ^seventy would appear to reflect the relatively high number of claims in the City per 

-red vehicle. iad.er than a relatively .ow amount of doUan paid outlosses 

Attorney Invnlvempnf 

^tunore is consistent with but exce^ fh. , 
, exceeds, the national trends in terms of its fcvei „f money 

ISO, "Factors", p. io. 
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representation for BI claims. In Baltimore City, 89% of all bodily injury claimants were 

represented by an attorney.59 This was the second highest attorney-representation percentage 

for a city in the nation, second only to central city Los Angeles (92%). Similarly, Baltimore 

had the highest PIP attorney-representation rate at 80% in central city.60 The next highest city 

was Philadelphia with 77% and Washington, D.C. with 56%. The Washington, D.C. rate for 

attorney representation for BI claimants for the city itself was 76%. Maryland ranked highest 

among tort states for percentage of attorney involvement in BI claims at 74 %. Pennsylvania was 

ranked second at 68 %, and Virginia was sixth at 55 %. 

Several conclusions can be drawn from these data and data presented previously in this 

Report relating to insurance costs in Baltimore City and attorney involvement. First, the data 

discussed in this Section show that attorney involvement in an automobile accident case 

substantially increases the claim cost of the accident, often by a factor of three. Baltimore has 
I 

a high rate of attorney involvement compared to other jurisdictions in the State and to other 

cities. As a consequence, these data support the conclusion that attorney involvement plays a 

role in contributing to high rates in Baltimore City. 

There was no evidence explaining the high rate of attorney involvement, although the 

high rate of attorney advertising on television in the State was cited as one possibility. 

Commission members noted, however, that television advertisements are seen by a wider 

audience than just Baltimore City. One possible explanation is that, as discussed previously, the 

likelihood of attorney involvement increases as the seriousness of the accident increases. 

59 1994 ERC study, p. 48. 

60 Id. 
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However, .here was no evidence to sn^es, .he high rate of attoraey lnvolvement ^ ^ City is 

^ 10 ^ ^ aty ^ — severe injnries in .heir aociden. than 
residents in other cities. In fact, the testimony submitted suggests that because accidents in 

urban 3xcas occur <iX lower ryjaxija,» n speeds generally, one would expect fewer injuries in City accidents, 

and therefore no increased likelihood for attorney involvement. 

3- Anatomy Of A BodiTv Tnjnry r^im 

TT.e Commission received and considered testimony describing the anatomy of a typical 

automobile accident in Maryland, tte testimony was in par, based on studies presented to the 

Commission, such as those discussed above, and in part based on anecdotal oral testimony by 

the trial bar and the insurance industry, n* testtoony was instmctive as to the interaction of 

many of the issues discussed in this Repon including clainting behavior by injured parties, 

attorney involvement, claim settlement practices by insurers    
uy insurers, required coverages, duplication of 

coverage, and utilization of health care provider. 

As noted above, most claimants in automobile accidents in Baltimore City, and the rest 

of the State, are represented by counsel. Therefore, in the vast majority of automobile accident 

cases, either the claimant contacts an attorney or the attorney contacts the claiman,. Once 

representation is established, the attorney opens 2 files in the case, a PIP file against the injured 

party's own insurer, and a tiurd-party BI and PD liability file against the party alleged to be at 

fault. 

Claimants then receive treatment for their alleged ininri^c a j- 
auegea injuries. According to the 1994 IRC 

^dy. up 30% of Maryland automobile accident claimants are refetred to a particular health 
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care provider by their attorney.61 This is the highest referral rate in the country. Reasons for 

this high rate of referral may vary. It was suggested to the Commission that some ciaimaits, 

lacking health insurance and having no family physician, may not know of a provider to .ee. 

However, the Commission also received testimony from the insurance industry suggesting that 

in some situations involving insurance fraud, such referrals are made by an attorney to a 

provider known by the attorney in order to ensure a more lengthy and expensive course of 

treatment than the injuries or alleged injury may merit, thereby increasing recovery. In any 

event, the typical automobile accident claim in the City is for soft-tissue injuries, such as sprains 

and strains. This is generally corroborated by a study conducted by MAIF, which indicated that 

for MAIF msureds, 93% of all PIP medical payments were for the treatment of soft-tissue 

injuries. 

As treatment is rendered, bills are generated. As noted in Section A.3., the medical bills 

in automobile accident cases may be submitted to several different sources for payment. The 

testimony suggests that initial visits to health care providers are usually paid for through the PIP 

coverage. The bills also may be submitted to a health insurance carrier, and, ultimately, the 

medical bills are part of the "special" or economic damages for which payment is sought from 

ffle it-fault third party. The testimony indicated that although health insurers may seek recovery 

of such payments from at-fault parties through subrogation, this is not always or easily done.62 

There was testimony that focused on the manner in which automobile accident cases are 

negotiated and settled by the parties, particularly as to the recovery for noneconomic damages 

61 1994 IRC Study, p. 68. 

Testimony of Jeffrey S. Joy, Director of OPL & Cost Containment, Blue Cross Blue Shield of Maiyland. 
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I 

such as paio and suffen.. The claim ^ several ^ ^ ^ 

claim, if, for example, .he injured pax^ ea, was damaged, the bodily inju^ damages such as 

medical bills, lost wages, and finally the so-called nrm^ • ^ 
... y so-caUed noneconomic damages, such as pain and 

suffering. He insumnce indusuy .esdfled to, .he noneconomic element of the settlement is 

generally based on some multiple of the -specials" such as the medical biils. Thus, for example, 

tf a penon incurred $3,000 in medical bills, a settlement in this accident woold most probably 

include a payment for pain and suffering that could range anywhere from 1 to 4 rimes this 

amount, or an additional $3,000,o S.2.000. He insumnce industry also tesrifted, however, to 

other factors affect the settlement amount, including the nature of the injury and its impact on 

.he claimants daily Uving. The testimony of the insurance indusriy relating to the use of 

multiples of the "specials" to determine genetal damages was supported by several studies 

nsvrewed by the Commission. One study, prepared by the Institute for Civil Justice, found that 

for individuals with less than S2.000 in medical bills, total recoveries averaged 2.5 rimes then 

economic loss " A stndy prepared by Ttllinghast. an independent actuarial firm, found that 

for every $1,00 of economic losses paid to injured parties in Maryland, those claimants that 

hi^d an attorney received an additional $1.57 in noneconomic losses " The 1994 ICJ study 

suggested that m the case of less serious injuries, claimants with attorneys received two-to-three 

dollars for each dollar of economic loss.65 

° ia. Approaches « p^,. ^ ^ 

Insurance System*. November, 0,1 InSIJraDCe: S["d> of Private Passenger Automobile Liability 

1994 IRC Study, p. 62. 
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Representatives of the trial bar testified that the use of formulas to determine pain and 

suffering was an innovation of the insurance industry to more easily allow for the settlement of 

cases without the need for a trial. 

The testimony describing the typical automobile accident case raises several points of 

importance to the Commission. First, as noted in Section A, there are several opportunities for 

multiple recovery for a claimant's medical expenses in the system. For example, if health care 

visits are first paid for by a health insurer, the claimant may also recover payment from his or 

her PIP earner. This is because the law requires that PIP payments are paid without regard to 

other sources of payment. In the case where PIP pays for the initial visits rather than a health 

msurer, the chances for double recovery are lessened since more health insurers will seek to 

coordinate benefits with the PIP carrier and avoid double payment. However, whether or not 

a claimant receives multiple first-party recoveries, the law permits the same bills to be submitted 

to the at-fault party for payment. Since these multiple recoveries are made in lar^e part ftom 

BI 311(1 PIP coverages) these multiple recoveries add to the cost of automobile insurance 

generally. 

The second point of significance for the Commission is that, as noted in a 1995 report 

by the Institute for Civil Justice,16 the cunent system of claimant compensation, which allows 

for double or even triple recovery of medical costs, and which compensates victims for pain and 

suffering based on a multiple of the actual damages sustained, coupled with the current system 

of attorney compensation wherein attorneys fees are linked to the size of the total recovery, 

creates the opportunity for some unscrupulous claimants, health care providers and attorneys to 

1995' n f0ICiVi! ■,1,e ^ 0fE^ Medical for Awomobil. Iteonal fctefa- 1995, p. 5 (heremafter cited as "ICJ, Excess Medical Claims"). ""junes 
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Pr0fit fr0m 0V™ent 0f mJUri- " — for nonexistent injuties. SUch c„nduct 

w.ic. constitutes fra„d an. is tUscsse. io more detail ^ ^ E> ^ ^ ^ ^ ^ 

automobile insurance because, again, payments for inflated or nonexistent injuries are made from 

BI and PIP coverages. 

I No-Fault Insuranrp 

m a ton system, tbose individual injured in an automobUe accident seek recovety from 

other individuais, tbird par.es. wbo may be Uabie to compensate .em for tbeir inju.es 

Recovety tn tbe ton system wouid incinde compensation for economic iosses. sucb as raedicai 

costs and expenses, iost wages, and otber mone^ry costs, as weU as wbat are tenned 

noneconomic losses," wbioh generally include compensation for pait. and snffenng and otber 

nomnonerary danrage. Under tbe traditional ton system, wbicb is a fault-based systetn tbe 

mjured farty wUl seek cotnpensation from tbose tMrd paries who are, or are clairaed to be 

responsible for tbe injured party's injuries. * *e party at ^t has automobile insurance thai 

person's bodily injury (El) insurance pays tbe com^sation rite at-fau.t peraon owes to tbe 

injured person up to the limits of the policy. 

under a no-fault system, cotnpensation for cettain injuries is obtained fro. tbe injured 

f
Pany'S 0"Wn Wr> ^ ' w^out regard to fanh. m ge„eral> a no. 
ault insurance system wiu bar fault-based tbirt-pany UabU,^ clahns unless the injury sustained 

y the mjured pany is Sllfficiently ^ous so that tbe law allows a tbini-pany clain. as weU as 

' fil5t"Pa,ty Cbim ^ ^ injUrcd 0W» — No-fault laws aU have some type 
of "threshold" which will detennine under which circumstances an injured party may bring a law 

«... against the at-fault pany. T^ee states, Korida, Michigan, and New VoA, have a so-called 

-50 



■verbal .hreshold- which describes i. words -secant ar.d pennanent loss of a. 

important bodily fimcdon") when a person's injuries exceed the "threshold" and therefore when 

that person may sne the at-fanlt party. Other state laws contain a so-called "dollar threshold" 

which permits an injured pany to sue a third-party tortfeasor if the medical costs and other 

damages of the injured par^, exceed a specified dollar amount. By exceeding the threshold, an 

injured party in a no-fanlt state can sue for all economic loss above that which that injured 

pany's own PIP coverage will cover, as well as any noneconomic losres such as pain and 

suffering, since those are not covered under the first-party PIP coverage. 

The Institute for Civil Justice at RAND Corporation conducted an exhaustive study of 

no-fault in 1991 endtled, "No-Fanlt Approaches to Competing People Injured in Automobile 

Accidents." The study was based on a closed-claim industry snrvey conducted by the All 

Industry Research Advisory Council (AIRAC), currently called the Insurance Research Council 

(IRC). Itot study made a comparison of the gross and net compensation received by 

in tort and no-fault states, as well as the relative "transaction cost," such as claims processing 

and attorneys' fees. 

In tort states, the gross compensation paid to people injured in automobile --vi-w, 

avnaged $4,681." Of this, claimants netted an average of $3,645, with $1,036 going to legal 

fees and other transacdon costs. RAND used a simulated model to estimate the total 

compensation the average individual should have received, and the transaction costs, under a no- 

fault plan with a strong verbal threshold and a $15,000 PIP benefit level. Because the 

transaction costs were significantly reduced under tire no-fault alternative, claimants took home 

ICJ No-Fault Approaches to Compensating People Injured in Automobile Accidents". 1991, pp l8.2s 
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3 ^ ^ 0f ^ —00 a. na compensation, average ^oss 
compensadon was $3,764, and the net compensation for the claimant was $3,182. or 85% of .he 

gross compensation.w Insurer ttansaction costs were similarly reduced under the no-fault 

alternative. However, .e reduction in transact costs comes at a price: the net compensation 

ant m the no-fault system is less than the net compensation a claimant receives in 

the traditional tort system. 

The numbers described above make certain assumptions about the particular no-fault plan; 

a strong verbal threshold and a S15 OOD pro c 
ana a $15,000 PIP benefit level. The specific results may vary 

depending on the achnU design of the no-ft„„ pian. In general, transacrion costs account for 

about one third of ^ coverage costs in the ton system and a no-fault approach could reduce 

theSe ^ ^ a third, resu.ring in an overall net reducrion in total injury 

coverage costs of about 10 percent." However, as descried atave, such reductions can mean 

reductions in compensation paid to claimants as well. Suoh a result can be expected based on 

ihe fundamental differences between a nc^fault and ton system. Shifting from a tort system to 

a no-fault system means that injured people recover from firat-party sources; their own 

msurer, rather than their third-party com^nsation sources. First-party sources, however, can 

only CCnrtpensate for economic losses. Therefore. ^ reductions in net compensation to no-fault 

claimants generally are for noneeonomic losses. The study concludes, in feet, that in general 

economic losses are generaUy more feiriy compensated under a no-feult system than under a ton 

system. 

68 id. 

69 Id. 
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Given the Conuaission's cha^e, the issue of particular coucen. to the Commission is 

whether no-fault insurance would serve to significantly reduce automobile insunmce premiums 

for the City of Baltimore or the rest of the State. A number of studies have been conducted on 

this issue, and although the data suggest that there may be some savings attributable to no-fault 

insurance, the dam in the reports are not conclusive. For example, the Research Division of the 

Maryland Department of l.gisiative Reference published a study in December 1990 entiUed "No 

Fault Auto Insurance: Does it Provide Consumers More Benefits at a Lower Cost?" He report 

used a multiple regression analysis to examine the relationship between avetage premiums, 

average losses, and no-fault insurance in various states. The report found that many of the 

benefits associated with no-faul, msunmce are paid faster and that no-fault claimants receive a 

greater percentage of the total compensation. However, the report also concluded: 

do ,,ot piovi<ie ^ ^ 
was lowe7Z SZ "T T? 

regression analysis revealed that the otZTof an -ta j A, mU"lple 

mcreases avetage auto insurance premiums by $26.80.'° "" ^ ' SyStem 

THe insurance industry argues that an alternative to the tiaditional no-fault plan is the so- 

called "choice- no-fault proposal in which a consumer may choose either a rational tort-based 

auto-insurance P,an " ' °0-faU" pla,,■ 1116 cites a research brief prepared by the 

Institute for CivilJustice which suggests Maryland consumers would save on the average of 38% 

in premium cose if a choice no-fault plan were enacted." However, the plan analyzed by the 

lO is an "absolute" no-fault plan in which "motorists may never sne, or be sued, for 

iMia*. for Civil Jusfe aa) Research Brief. "Choori^ an Al^.iv. u, Ton'. My. 1995. 
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noneconomic damages B72 Thp • 
COmln,SS,0■, °0tes to 00 ^ to ever enacted an absoln.e 

restncbon on a « abmty „ ^ ^ ^ ^ ^ ^ ^ ^ ^ 

- savings .esn,. , ^ fronl a ^ ^ ^ ^ ^ ^ ^ ^ 

of lesser compensation being paid to accident victims. 

FINDTNCiS- 

>• Sodily injnn, loss cosu are a major contri^ting faoor t0 ratts ^ 

loss costs are in turn influenced by claim severity and claim frequency. Xn general, ut^an areas 

ave lugher elanns frequency, and thus higher insurance premiums. 

^ areas generally reflect a higher relative Cam. fluency, which is defined 

as the number of BI claims per 100 PD claims. This masare f 

re allows for a comparison between 
rural and urban areas, controlling for variations in th r 

g anaaons in those factors that affect ftequency such as 

« «n. urtan areas in geonal have bibber relative dalm 

m turn increases premiums. 

3. There is a correlation between attorney involvement in automobile accident cases 

an the econormc losses reponed by accident victims with hieher loss 
S, Witn Higher losses reponed by claimants 

With attorneys. Urtan accident victims are mote lifelv to h, 

_ ^ n,0re ^ IO be represented by an attorney. 
Therefore, urtan accident victims are more likely to reoon hi.h 

y 0 TePon ^gher economic losses. 

m 

in 

72 Id. 
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4. Uiban accident victims are more likely to claim soft-tissue injuries than tural 

accident victims. 

5. Maryland and Baltimore track several national trends relating to automobUe 

accident claims and factor, that influence premium costs. However, in many cases those factor 

are more prevalent in Maryland and Baltimore. 

6. Baltimore City has higher bodily injuiy loss costs than other areas of the State. 

Baltimore City has a greater claim frequency than any other area of the State. Some data show 

Baltimore has a high rate of claim frequency even compared to other cities. More frequent 

claims result in higher loss costs in Baltimore City. ITus contributes to high automobile 

insurance premiums in Baltimore City. 

7. The relative claim frequency in Baltimore City is more than twice that of suburban 

or rural parts of the State. Tliis means that for every accident in which a property damage claim 

is filed, it IS twice as likely that a bodfly injury claim will be filed if the accident occurs in 

Baltimore City than in other areas of the State. The same holds tree for PIP claims. Hie higher 

claim rate appears to be a function of claimant behavior. 

8. Among tort and add-on states, Maryland ranks highest for the level of attorney 

mvolvement in BI claims arising out of automobile accidents. Baltimore ranks second highest 

among cities for the level of attorney involvement in BI claims arising out of automobUe 

accidents. Because there is a correlation between attorney involvement and higher loss costs, 

the high level of attorney involvement in Baltimore City is a factor in Baltimore City's high 

insurance rates. 
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Ma^ ^ highest in the ttatiot. of those claimants who wete Rented hy 

attorneys who wete advised hy the. attorney to see a pat^ heal[h _ provlder 

10 Thc cuirent system creates incenUves for f™.w • ... es tor fraud in the treatment of injuries 

sustamed in automobile accidents, which increases in™, 
insurance costs and premiums, for the 

following reasons: 

*• Claimants are compensated for noneconomic damages based on a multipte 

of the economic damages sustainprf • ■ . 

: _ mjU party' 311(1 therefore increase their recovery 

for pain and suffering, and thus their total recoverv h • TV, by increasing their special damages; 

t>" Because treatment for injuries cov^r^ k 
J 65 COVered by a person's PIP benefits are 

subject to multiple recoveries, each dollar spent on treat™ • 

^ treattng an mjuty covered by PIP increases 
the claimants overall recovery; and 

. 0. Attorneys are typicauy compensated on a contingency fee basis, and 

- ore attorneys fees increase as specia. damage, and the corresponding general damages 

increase. 

ITiese incentives may influence the claiming behavior of urban accident victims described 

m Finding No. 7 above. 

Tl." No-fault automobile insurance laws, if adopted in the proper form, have the 

potential to reduce premiums in Baltimore City and the res. of the State. Le data relating to 

actual premium reductions for no-iault laws that have passed am * . • 

_ . passed are inconclusive. In general, any 
reductions in premiums would be partially the result of ^ 

. , , ^ Pmially result of uced recoveries by claimants, 
particularly for noneconomic damages. 
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SECTION D. PROPERTY n/yyrAr.F rnc-rc 

As noted in Section A, the bodily injury (BI) component of the premium for the 

muumum mandatory coverages rs the largest, constituting almost one-half (1/2) of the entire 

premium, with personal injury protection (HP) constituting the second largest portion of the 

P m, about one fourth (1/4). Property damage (PD) constitutes about 15% of the total 

premium and. although no. as fertile a source for savings as BI and personal injury proton 

(PIP), was investigated by the Commission as a possible area for savings. TTre point was also 

made to tire Commission that for those individuals who purchase collisiou and comprehensive 

coverages, these coverages can add significantly to the cost of automobile insurance. 

THe Commission heaid testimony from representatives of three different insurers 

concerning property damage costs. He witnesses submitted substantive testimony that the most 

significant factor influencing the Ugh cost of property damage repairs is the increasing cost of 

automobiles, and the high cost of replacement parts for automobiles." Replacement parts 

constitute approximately 37% of claims costs. Modem features such as airbags and on-board 

computers increase the cost of repairing new vehicles which am damaged in automobile 

accidents. As such, property damage claims costs are more a function of claim seventy .ban 

cjum frequency. Dam were submitted showiug Uia. flie availabitty of "after-markef parts can 

help te reduce repair cosrs in two ways. Firs, such parts are generally cheaper than original 

equipment manufacturer (OEM) parts. Second, the greater availability of such lower-priced 

parts appears to create downward pressure on the price of OEM parts because of tire competition 

between "after-market" parts-and original parts. 

73 T^timooy of Gto P.tOTlao, N>.ion>,ide Boj, Browllillgi Su[e FlnD 
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Hey bear some PrognU,,S ^ ^ ^ inSUrcrS ^ basis 10 

Pror:: 
to ~—- -—.... ,e ,sl,lcr P des a of approved .epair provid=n just as a . 

may have a lis. of approved heahh care providen. M. Z HMO — 

shop am has been recn h SU Wh0 Voluntaiil5' clects to usr a t has been recommended by the insurer wiU have ^ 

According to insurer ren • 0 61131311166(1 by1116 insurer. 
g msartr rePresentatives, such repair proeran,s _ 

, . ^ Srzms, which are elected at tho. .i 
claim is made (not when th. . ^ ,I'C 

average is first purchased) are WnH n - 

quality and consumer convenience An t0 enS,,,C 

nvemence. Any cos. savings is a secondly benefi, , 

« "" - C«. . . ^ ^ " 

program should be direct to .hose who elcc. tap ■ ^ rom ^ dU,eCt"rcPair 

Commission was .id .ha. savings from .e ^ ^ ^ ^ 
8 ^m the program were no. substantial» 

Under Ma^land law, an insurer may not reaute • 

shop or facility 71 The testrni f„ wsured to use a particular repai/ 
e test,mon>' representotives of bod. die in, 

mdusWes was dm. UK current law' urance ^d repair sho(> 

all involved. " ' ^ ^ ^ ^ —on of 

'rae COmmiSSi0n ^ ^ ~ile Oreft adds to the costs of 
mandatory coverage such as comprehensive coverage Some " 

of anti-theft devices but hH 'nsurers grant d.scounu for the use 
eV1CK' but ^h devices generally must be ^ ... 

"> be applicable TV ■ "^^ted automatically for a discount pplicable. ms rs apparenUy because tte reliability of ana theft h • 

7 anb-tbeft devices which must be 

Testunooy otj^y Rouch. Nalonwide Insure 

§ 490Qft.,, Aiticie 48A. Md. Am. Cods. 
Company. 

-58- 

i i 

j 



activated or positioned by the driver at the driver's discretion am less effective in ptevenung 

antomobile thefts. The Conmussion also received testimony concenting the Vehicle Theft 

Prevention Council and the Vehicle Theft Prevention Fund, which were created by legislation 

to provide grants to law enforcement agencies and community groups to target auto-theft 

prevention.76 

FINDrNriS- 

1. -me most significant factor influencing property damage costs is claim severity. 

2. Claim severity is largely detetmined by the costly nature of new automobiles and 

the expense of replacement parts. 

I 

Art, 41, Md. Ann Code. 
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SECTION E. INSURAMrpcp ^jjp, 

fraud and up ,o 40% of claims involve Mated claims " TV „■ • 

"soft" fraud Tbs disunctran between "hard" and 

" ^ made th= associate Commissioner of the Fmud n ■ ■ 

' ^ n0"t mJUrieS md "y providers of services that were not 

ZtsTl ^ ^ ^ ^ « -ves 

medical bills 0°JUnCtl0° W"h UnSCn,PUl0',S ^ -ho seek to drive up edical hUis, and thus their „ltimate r.ove., throu.h the over-fteahnem of injuries j 

Commission received anecrintai 

subject. 
f 

1- ^QfflSMleAccidenf 

^ And -r.,, r,..:,. r|1. 

^ The commission consider a ^ addressillg claiming ^ ^ ^ ^ 

sotute for Civil Justice (ICJ). He authors of the la studv d 

- the ^ of chims for noneiistent 

builduo ■ ,h, „ Cla,ms subje« to "cost P, the two types of fraud that would be mnct 
e 111081 common under Marvin nH'c ^ 

system ^ . ■'viary and s compensation 
-y - as a baseline the mtio of soft-injmy ^ t0 ^^ ^ . 

Michigan and New . J iy clamis m 

^ Wi,h ^ — — —Ids.™ The theory behind 

l T°*im°°y 0f DaV", Associalion, 
ICJ, 'Excess Medical Claims-, p. 13. 
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this methodology is that haid injuries, such as loss of a limb or fracture, are objectively 

verifiable. It is difficult, or even impossible, to make a claim for a "hard injury" that in fact 

is nonexistent. That is not the case with soft injuries such as sprains or strains. Such injuries 

are not generally objectively verifiable and present an opportunity to exaggerate their existence 

or seriousness. However, in Michigan and New York, one would assume that claims for 

nonexistent soft injuries would be rarer because of the strong verbal threshold which prohibits 

third-party claims except for the most serious of injuries." 

Michigan and New Yoik have a soft-injuiy/hard-injury index of .7; in other wotds. there 

are seven soft-injuty claims for eveiy 10 haid-injury claims. The authors of the study compared 

the extent to which the ratio of soft claims to hard claims in each state exceeds the coirespondmg 

ratio for Michigan and New York to measure the degree to which claims are being submitted 

for nonexistent soft injuries in that state. Under this methodology, Maryland had the second 

highest claiming rate for these so-called nonexistent injuries, second only to California.'8 

Whether this raUo is a reliable measure of nonexistent claims was debated by Commission 

members. However, it does show that Maryland has the second highest percentage of soft-tissue 

injuries, compared to hard injuries, in the nation. See Exhibit 10. 

_ The ICJ authors also studied the incidence of cost buildup on soft-injury claims. 

Maryland fared better in the ICJ study on this measure. Again, the study used Michigan and 

New York to establish an index based on the assumption that there is little incentive to build up 

costs on soft-injury claims in Michigan and New York because of the strong verbal threshold. 

79 Id. 

"Excess Medical Claims, p. 14. 
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l^e Stady found ^ ^ ^ ^ ^ ^ ^ ^ ^ 

to cos. b„fl<iup „ ^ mju_ ras ^ ^ ^ ^ ^ ^ ^ ^ 

doUar threshold becomes a target for medical expenses, which, if exceed, allows for recover 

of pait. and snfferin, Mar.iand as an add.„ state, was between Michigan and New Vork in 

tms measure, and thus did not register as a state panicularly susceptible to cost buildup. 

^ teS,in,0ny tef0rc ^ C—» ^ representatives of the chir„practic pr„fession 

was that claims for nonexistent injuries could be detected in many cases by thorough 

exammations by well-trained prefessio^ls. However, the representatives concede that because 

of the subjective nature of soft-tissue injuries, fraud does occur. 

b- "Phantom" Vehirl^ 

Comnnssion received testimony that the pro^rty damage (PD) p^™ of ^ 

coverage is particuMy susceptible to abuse and fmudulent claims. Ms ^ „ 

situations were an insured accidentally causes damage to bis or her own vehicle. Representatives 

of the insurance industry testified that, in some cases, insureds may clahn a -phantom- vehicle 

caused the msured to swetve into an object or nin off the read, causing damage, enabling the 

insured to recover under his or her own coverege, which may have a lower dednctible and 

1S n0, 3 ChM8eabIe acddem surcharge or cancellation purposes. 

c- Accident P^rtc 

ne COmmiSSi0n ™iVCd teStim0ny of accident reports prepared by law 
enforcement office, created opportunities for the ftling of fraudulent claims. A typical scenario 

'S ^ ^ 0f 2 ^ ^ OT ~ protection (Pn.) ciaim by a person not 
involved m the accident, but who has taken advantage of the lack of official documentation 
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concerning the number of victims reported at the time of the accident. The former head of the 

Maryland Insurance Fraud Unit testified that so-called "jump-ins" were a frequent form of 

insurance fraud.81 Although historically law enforcement units prepared accident reports, the 

recent focus of such officials on crime-prevention has meant that in some accidents where no 

serious bodily injury is reported, law enforcement units may not respond to the accident, or if 

they do, no report is taken, 

d. "Runners" 

The Commission received compelling testimony from both the former head of the 

Maryland Insurance Fraud Unit and the current Associate Commissioner of the Fraud Division 

of the Maryland Insurance Administration concerning the use of "runners" by attorneys and 

health care providers. Through the use of police scanners and other techniques, runners 

converge on automobile accident victims, offering the services of the attorneys or health care 
I 

providers for whom they work, and providing the victims information on ways to receive money 

as a result of the automobile accident. Victims may be offered cash up-front for visiting an 

attorney or clinic recommended by the runner.82 "Good" runners may make as much as $3,000 

a week when working with an attorney or health care provider.83 One witness speculated that 

based "on his personal knowledge of 8 to 10 runners working in Baltimore City, there could be 

as many as 80 to 100 runners working in the City.84 

81 Testimony of Lt. John Davis, Maryland State Police. 

82 Testimony of Lt. John Davis, Maryland State Police. 

83 Testimony of Ronald A. Sallow, Associate Commissioner of Insurance Fraud Division, Maryland Insurance 
Administration. 

84 Id. 
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Tlie testimony of both witnesses also referred to tbe Qjjeratioii of medical -clinics" whose 

patients were dxawn primaniy from n.m.e. Md attonleys who ^ ^ ^ 

1156 the CllmC- t0 ^ teStim0n^ clWcs anfe «K,k patients who were referred 
ftom certain a W Much of ^ treaIments , ^ ^ ^ ^ ^ 

wjth tramed medical personnel seldom in attendance.14 

Under cnnent Maryland law and the Rn.es of Professional Condnct, attorneys are 

prohrbrted ftom directly or indirectly employ^ or ^ way ^ ^ ^ ^ 

purpose Of having that person soUcit or attempt to soUcit clients for the artomey." This 

prohibition appears to be ineffective in Baltimore City. 

e- Disciplinai-Y 

ne Commission received testimony from both government officials and health care 

providers that attorney and health care provider lining and diaciphna.y boards are less than 

diligent in pnmshing licensees who engage in, promote or tolerate insnrance fraud. TW is 

evidence to snggest that Ucensing and disciplina^ boan* are relnctant to accept and process 

complaints ftom insnrers or others who report insnrance frand because they view their principal 

mission to be qliality assurance, me coordination and coopemtion between these boards and 

the Insurance Fraud Division aiY» • j 
ion are currendy inadequate or non-existent.88 

Testimony of Ll John Davis, Maryland State Police. 

86 Id. 

§10^04, Business Occupations and Professions Article. Md. Ann. Code. 

fVision' Maiy'and ^^'AdlSJio^Rict^T P ^IoW'p**loci*te Commissioner of ^crapy of Maryland. Inc. and Joel R. Kr^. Hs.uire. ^ 
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2. Procurement of Automobile Insurance 

The Commission heard testimony concerning the particular problem of individuals who 

commit fraud as part of the procurement of insurance. The two areas on which the Commission 

focused were misrepresentations in the insurance application and so-called "rate jumping". 

a- Material Misrepresentations In The Application 

Testimony on this issue focused on a recent decision by the Maryland Court of Appeals, 

Van Horn v. Atlantic Mutual, 334 Md. 669 (1994). In that case, the insured failed to disclose, 

in response to a question on the application as to whether he had a physical impairment a 

history of epilepsy. The insured was subsequently involved in an automobile accident with a 

bicycle rider. The bicyclist claimed against the insured's liability coverage. In the course of 

investigating the claim, the insurer learned of the misrepresentation on the insnranri*. application 

and sought to void the contract ab initio. or from the inception of coverage, and thus avoid any 

liability for the bicycle accident. The Court of Appeals held that the insurer was barred from 

voiding the policy as to any claims of persons not involved in making the representation. The 

Court declined to rule on whether the insurer could deny first-party benefits to the insured in 

light of the misrepresentation. The testimony before the Commission was that the type of 

misrepresentation involved in Van Hom is another source of expense for automobile insurance 

premiums. If an insurer would not have issued a policy if the true facts had been known at the 

time of application, then any claims paid as a result of the fraudulently procured policy are costs 

which are inappropriately bome by all policyholders. 
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k- " Rate-Jumpi n p " 

The yan Hqtti case involved whatpo^ may ^ ^ a „ misrepresentation 

- a which, trae ^ ^ ^ ^ ^ ^ ^ ^ 

have issued the policy. Hie Commission received testimony about a second type of fraud-ui-the- 

apphcation. but not mvolving a material misiqiresenaticn. Ms type of fnmd was tenned "ra.e- 

jumpmg" and involves a person who puiposely lists an incorrect home address on the application 

-- an address m a lower priced rating territory. Tbe magnitude of the problem was highlighted 

" an articie in ^ ^ (Baltimore), in which several public officials were listed as rnte- 

jumpers. ^ testimony of one insurance company representative sugge*ed that as many as 

26,000 Baltimore City vehicles incorrectly listed non-City addresses..' 

As noted above, this problem can be distinguished from the Van Horn type of fraud 

-e the insurer in a typical rrue-Jumping case wouM have issued die policy if tiie tme facts 

premium differential in a typical rate jumping case is $477.'« 

FINDTNns- 

1. Insurance fraud contributes to insurance costs. Insurance fraud can take the form 

of cams for none^nt injuries and claims buildup. With respect to the former type of fraud 

some data suggest Maryland has a high rate of claims for nonexistent injuries. With respect 

the latter type of fraud, some data suggest that Maryland does not have a high rate of claims 

buildup. 

Testimony of Jeffrey Rouchj Nationwide 

90 Id. 
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2. The absence of reliable accident reports contributes to opportunities to commit 

insurance fraud. 

3. The use of "lunners- by attorneys or health care providers contributes to the 

incidence of insurance fraud and that notwithstanding current Maryland law and professional 

mles prohibiting such conduct, some lawyers utilize runners. 

4. Attorney and health care licensing and disciplinary boards have not been effecdve 

in combating insurance fraud. 

5. All insurance consumers pay for the costs of those who procure insurance 

traudulently, or those individuals who. by means of -rate-jumping-, fail to pay full premiums 

for their insurance. 

i 
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SECTI0N F' AUTOMOBR F TNSURANCF MAPrer m 

The Commission reviewed the automobile insurance rmuto in Baldmore City to 

determine the extent to which current marfcet practices contribute to the high rate of automobUe 

insurance iu Baltimore City. In large pan testimony was ^ ^ ^ ^ ^ 

General Assembly during the passage of House Bill 923 (1995) 

1- Maricet System 

As is the case in the rest of the State, there are three automobile iusurance 

majkets in Baltimore City: staudard. „o„- (or sub-) standard and residual. The standard market, 

whrch ts most attractive to private insurers, consists of driven, who are -good- risks, those with 

dean driving records, ^e non- (or sub-, standard market, which is cnrrently serviced by both 

private insurers and the Maryland Automobile Insurance Fund (MAIP). consists of drivers who 

are no, particularly good risks but are still insurable. TTre reridual maritet, which MAEF was 

created to serve when Maryland adopted mandatory automobile insurance, consists of drivers 

Who are such bad risks that they are nninsnrable in the private market." 

House Bill 923 (1995) was proposed by the Govemor and enacted by the General 

Assembly to stimulate the standard and non- (or sub-) standard marked in-Baitimore City by 

requiring private irrsnrers to submit and implement mariteting phms in Baltimore City and to 

market their products in the same manner in the City as in the rest of the State. It was also 

designed to move good risks away from MAIF and into the standard maricet. 

§ 243B(a), Article 48A, Md. Ann. Code. 
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2. Private Insurers And Agents 

The Commission received testimony that some private insurers and the agents who sell 

their products are not as aggressive in Baltimore City as in other locations.92 There was 

discussion among Commission members as to whether this was based on racial discrimination, 

particularly m the placement of agents by insurers. Representatives of the insurance industry 

strongly denied the suggestion of racial discrimination93, and assert their mariceting efforts are 

appropriate and designed to serve drivers in Baltimore City.94 

3. MAIF And MATF Prrvincers 

Although designed to serve the residual market only, MAIF has become active in the 

non- (or sub-) standard market, particularly in Baltimore City. One reason suggested for this, 

at least in part, has been the unwillingness of the private industry to solicit in Baltimore City. 

However, industry representatives testified that the private industry has been successfiil in 

depopulating" MAIF by offering insurance to consumers who previously would have been 

insured by MAIF.95 However, these representatives claim that the insurers who serve the 

standard and non- (or sub-) standard markets are limited in their ability to expand in the City 

because MAIF has subsidized rates in Baltimore City. While this has had the beneficial effect 

of holding rates down in Baltimore City in the non- (or sub-) standard and residual markets, it 

has also inhibited private insurers from competing on the basis of rates in the non- (or sub-) 

92 R&B Unlimited, Inc., "Underlying Risk Considerations", at pp. 4-5 through 4-7. 

93 Testimony of Marta Harting, Attorney for State Farm. 

Id., and testimony of Scott W. Zeigler, Progressive Northern Insurance Company. 

95 Testimony of Henry H. Stansbury. 

-69- 



s^dart market. Two ^ ^ ^ tliereforei ^ ^ ^ ^ ^ 

permitted to Subsidize tates, and 2, shou.d MAIF be pennitted to write in tbe non- (or sub-, 

standard market? 

MAIF accepts business though independent agents or brokers known as "MAIF 

producers". Ute Connnission beard tesrimony that suggests tbat some MAIF produce, engage 

Ce,,a,n PnCUCeS ^ COntribUte 10 ^ of automobile insurance in Baitimo. City 
specifically by selling unnecessary but expensive additional covemges (-add-ons-) and by 

fmancmg msurance premiums, tbrougb wboUy-owued subsidiaries, at excessive intercst mtes 

sometimes exceeding 35 % per annum. It was suggested that only MAIF be peimitted to provide 

add-on coverages to MAIF drivers and that only MAIF be permitted to finance MAIF premiums 

The MAIF producers and the premium finance companies that finance MAIF premiums provided 

•estunony disputing these allegations and suggesting in particular with respect » premillm 

financing that MAIF would be unable to finance premiums as emciently or effectively as the 

private sector.96 

FINDINGS 

_ ^e private insurance industry is not servicing the standard add non- (or sub-) 

standard markets in Baltimore City as well as in other jurisdrcrions. 

2- MAIF ha. been forced by maritet failure to service the non- (or sub-) standard 

market as well as the residua] market in Baltimore City. 

r^ammy onostpb A Schwartz, m, Auomey for Malted Co^il 
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MAIF is making it difficult for private insurance companies to compete in the 

non- (or sub-) sandard maricet in Baltimore City because MAIF is not charging adequate tates 

in Baltimore City. 

4. MAIF drivers often unknowingly purchase unnecessary add-on covetages from 

MAIF producers in Baltimore City. 

I 
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SECTION G. INSURANCF, COMPAMV p^qpttartt rrv aNTi FmrTRNrv 

an effon to fully examine all possible sources of high insurance rales for automobile 

drivers in Maryland, the Commission examined whether insurer profitability is a factor which 

increases insurance rates in Ma^land, Here was evidence presented that insurers in Maryland 

as compared to other states either paid out too little money in claims payments or collected 

excess premiums from their insureds.97 

The Commission heard from the Director of Research for the National Association of 

Insurance Commissioners, although the witness spoke from his personal professional expertise 

rather than as a representative of the NAIC." The thmst of the testimony before the 

Commission was that the Maryland private passenger automobile insurance market is 

characterized by a few top sellers that possess sigmflcant maAet shares, and a large number of 

smaller companies that impose competitive pressure on the larger companies. To assess whether 

this market is perfonning efficiently, in the sense that profits are not excessive, experts examine 

various measures of profitability such as loss ratios, return on net wort, and estimated rate of 

retum. He loss rado measures the amount of benefits that insureds receive in relation to the 

premium paid. He testimony was that over the past ten years, loss ratios at the national level 

have been only shghtly higher than in Maryland." With respect to Baltimore City in 

particular, the data show that the loss ratio for liability coverage in Baltimore City for the period 

Satemtn of Mare Wetheri^m, Regional Direcio,, Maytod Ciliz™ Action Coalition. 

1995" ^ W' ^ ■S'n,C0,re Perf°"— »' ""ytad Amo In*™.* Market', Novonrber 13. 

99 Id., p. 7. 
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1990-1992 was 87%, while the loss ratio for the rest of the State was 72%.100 These data 

suggest that in fact consumers in Baltimore City receive a higher level of benefits in relation to 

their premiums than do consumers in the rest of the State. In all, statistics relating to loss 

ratios, one measure of profitability, do not suggest that higher rates in Baltimore City are the 

result of excess profitability, nor are rates higher in the State as a whole due to excess 

profitability. 

Other measures of profitability teU a generally similar story. The estimated rate of return 

for Maryland personal automobiles was 13.3% in 1994, with a ten-year average of 10.2%.101 

The testimony before the Commission was that these numbers were higher than the national 

average but that the national average was affected in a downward direction by the very poor 

performance of several states. The same conclusion was reached with respect to operating 

profits for personal automobile insurers. 
I 

The testimony suggesting the relative benefits to the consumer from a competitive market 

were also supported by an examination of profits earned and rates used when a state is under 

a competitive rating rather than a prior approval system of regulation. In Maryland, during a 

penod in which automobile insurance was under a prior approval system of rating (1990-1994), 

msurer profits were higher than during the period when a competitive rating system was in place 

(1985-1989).102 The explanation offered was that, under prior approval, insurers are reluctant 

to file for rate decreases because if experience worsens, it may be difficult to secure a rate 

increase, at least on a timely basis. Thus, rates may tend to be higher under a prior approval 

100 Testimony of Robert W. Klein. 

Robert W. Klein, Structure and Performance of the Maryland Auto Insurance Market", Table 2. 

,<r- Id. 
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system, assuming there is no aniflcial rate suppression. The Commission notes under House 

Bill 923 (1994) introduced by the Governor and passed by the General Assembly, private 

passenger automobile insurance was placed under a competitive rating system. The testimony 

before the Commission was tot since to passage of tot Bill, there were more rate decreases 

fded with the Maryland Insurance Administration than rate increases." 

Finally, to testimony suggested tot consumer educadon was a central element to an 

efficiemly operating insurance maricet.™ Consumers only benefit from to competitive forces 

between companies if toy are aware of to price difference between insurers. The Commission 

notes tot House Bill 923 (1994) included a provision for a 1-800 telephone number operated 

by to Maryland Insurance Admimstration, and that to Ma^land Insurance Administiation 

publishes a rate guide for antomobUe insurance consumers in Maryland. 

hndings- 
I 

1. According to data submitted by to NAIC, insurance rates in Baltimore City do 

not appear to be caused by excessive profits by automobile insurers. 

2. On a statewide basis, the testimony before the Commission was that the personal 

automobile insurance industry in Maryland is not inefficient or excessively profitable. 

3. Competitive rating and a competitive market have beneficial effects for consumers 

in the form of lower rates and lower insurer profitability. 

4. Consumer information and education is essential to creating and maintaining a 

competitive market for automobile insurance. Although adequate consumer information is 

available in Baltimore City, efforts at consumer education have been inadequate. 

Testimony of Unas Glemza. Actuary, Maryland Insurance Administration. 

Testimony of Robert W. Klein. 
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SECTION H. HIGHWAY SAFRTY 

The Commission received data and testimony, primarily from the Insurance Institute for 

Highway Safety, that certain highway safety measures can serve to limit accidents and lower 

automobile insurance costs. 

1- Enforcement Of "Red-Light" T^ws 

The data presented show that generally a large proportion of urban crashes occur at 

intersections and that a principal contributing factor in such accidents is the failure to obey 

traffic control devices.105 Drivers running red lights constitute a major portion of intersection 

crashes. Typically, those who are red-light violators have more tickets for moving 

violations, generally have poorer driving records and are less likely to wear seat-belts than other 

drivers. Although actual cost savings estimates were not provided to the Commission, clearly 

a reduction in red-light violators would serve to lessen the accident rates, particularly in 

Baltimore City and other urban areas. 

Two possible measures were suggested as a means to reduce the incidence of red-light 

violations. The first is the use of red-light cameras. These are cameras that record the license 

plates of cars entering intersections after a red-light. Tickets are mailed to the vehicle owner 

based on the information in the photograph. The cost of the camera and installation may be 

$50,000. Studies show that when used, red-light cameras may decrease right angle collisions 

32%, with a corresponding decrease in injuries by 10%. 

Characteristics of Red Light Violators. Insurance Institute for Highway Safety, October, 1994. 

106 Id. 
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Tte second measure to reduce red-light violations is to lengthen the duration of the 

yellow traffic signal, which has been shown to reduce the incidence of vehicles entering an 

intersection on the red-light. 

2- Primary Enforcement Of "Sftat-Belf" 

TTk Commission received information concerning a primary seat-belt law enforcement 

program that was established in Noith Carolina in 1993 entitled "Click-It or Ticket". The 

program was a cooperative effbn of law enforcement, the governor, community groups and 

other leaders to increase the usage of seat-belts and child safety seats in that state. Seat-belt 

■Checkpoints" are the focal point of the program. According to the statistics submined to the 

Commission, seat-belt usage in the State rose from 64% before the program was implemented 

to 80% immediately after the initial program implementation. "Click-It or Trcket" savings were 

estimated at $37.3 million from reduced fatalities and $13.85 million from reduced serious 

injuries, for a total savings of $51.16 million.107 

nie Institute also cited studies of other states in which -primary" enforoement seat-belt 

laws were enacted and in which seat-belt usage increased subsuntially. TTrese states include 

New York and California. Maryland currently allows enforoement of its mandatory seat belt 

law onlfas-a secondary action when a police officer detains a driver for another violation of 

law.108 

3- Enforcement Of "SnreH-T jmit" T^wc 

The Institute submitted to the Commission studies concerning the use of radar detectors 

and their impact on vehicle speed. Excessive speed is a contributing factor in automobile 

Data submitted by the North Carolina Governor's Highway Safety Program. 

§22-412.3(g)t Transportation Article, Md. Ann. Code. 
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crashes. For example, one study in Kentucky suggested that speed was a factor in 9% of all 

crashes and 37% of fatal crashes. Furthermore, crash damage and injury severity increase 

exponentially as speed increases. The studies submitted show that radar detectors are widely 

used to evade speed limit restrictions.109 Thus, to the extent banning devices whose only 

purpose is to evade speed limit restrictions reduces the number of speeding vehicles, accident 

severity and frequency should decrease. 

FINDINGS: 

1. Highway safety factors contribute to the severity and frequency of automobile 

accidents. 

2. In urban areas, failure to obey traffic control devices, such as stoplights, 

contributes to automobile accidents. In Baltimore City, there appears to be an increasing 

disregard for stoplights. 
I 

3. The use of seat-belts reduces the level of injuries sustained in accidents and 

therefore reduces the costs of compensating automobile accident victims. 

4. On highways, speed in excess of the legal limit contributes to both the frequency 

and severity of accidents. 

Testimony of Charles A. Hurley, Insurance Institute for Highway Safety. 
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PARTH 

RECOMMENDATIONS 

SECTION A. GENERAL DTSrn^Trm 

There are mo groups of consumer affected by automobile insutance refonn: those who 

purchase automobile msunmce and those who suffer injuries in automobile accidents. ITte 

fonner are msnreds; the latter are claimants. The puipose of the Commission is to develop 

recommendations to reduce the cost of automobile insurance for insureds in Baltimore City 

without depriving claimants adequate compensation for tidily injury and property damage 

ansmg out of automobUe accidents in which the claimants are not at fault. 

To achieve this purpose, the Commission is proposing a series of recommendations to 

ovemor that require legislative action. Although the puipose of the Commission is to 

• 13165 m BaItimore Clty' lts recommendations are statewide so that all residents of the 

State may benefit from reduced automobile insurance costs. 

The Commission's legislative recommendations feu into two bread categories: (i) those 

that reduce the cost of automobile insurance by Cueing the nnderlying loss costs covered by 

automobile insurance, and (ii) those that reduce the cost of automobile insurance by eliminating 

mandatory coverages. The fonner recommendations are the more meaningfhl because they 

reduce insnrance costs without reducing coverage. It is, therefore, the Commission's hope that 

the recommendations relating to nnderlying loss costs wUl reduce the average cost of mandatory 

automobile msurat.ee coverage, in Baltimore City by at least 20%. Tltis goal was selected 

because, in the opimon of the Commission, i, is meaningful and achievable. The 

recommendations relatmg to the elimination of mandatory coverages would then give the 
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automobUe insurance consumer in Baltimore City and elsewhere the option of reducing 

automobile insurance costs even more by foregoing certain duplicative or unwanted coverages. 

The Commission has decided not to make legislative recommendations in four general 

areas. First, the Commission does not recommend that the General Assembly eliminate or 

modify territorial rating by insurance companies. Arbitrarily shifting automobUe insurance costs 

from Baltimore City to other jurisdictions for the sole purpose of lowering premiums in 

Baltimore City is neither fair nor politically feasible. 

Second, the Commission does not recommend that the General Assembly adopt a no-fault 

system for compensating accident victims. While the evidence suggests that a pure no-fault 

system will reduce the underlying loss costs covered by automobile insurance, no state has yet 

adopted a pure system. In light of the history of no-fault proposals in Maryland, it appears 

unlikely that a no-fault system capable of reducing costs would be enacted by the General 

Assembly. Indeed, a no-fault system capable of being enacted by the General Assembly may 

actually increase costs. Some states have adopted or are considering "choice" no-fault in which 

each insured decides whether to remain within the current tort system or opt into a no-fault 

system. While the merits of consumer choice are obvious and while in theory a "choice" system 

produces substantial savings, it is not apparent to the Commission, in light of past legislative 

history, that a "choice" system capable of being enacted by the General Assembly will produce 

greater savings than can be produced by the recommendations set forth in this Report. The 

"choice" no-fault plan for which the Institute for Civil Justice recently reported significant 

savings was one in which all access to the courts was denied to those persons who chose no- 

fault, a concept the General Assembly is unlikely to embrace. Moreover, some of the cost 
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ings attributable to any no-fault system aie achieved at the expense of accident victims who 

may receive fess ^ a fuU ^ove^ bee..,. „f ^ access t0 ^ cour) ^ 

mxd. Ae Commission makes no additional ■ecommenda.ions regarding market reform. 

rms mitiated by the Governor and enacted by the General Assembly in House Bill 923 

(1995) should be given an opponunity to work l«fore more reforms are instituted. Moreover. 

y sion to reform MAIF or the residual market should await implementation of the 

^ recommendations contained in Ms ^pon to reduce underlying costs. Otherwise the risk exists 

that automobile insurance cost, m Baltimorc City will increase if the ro,e of MAIF is modified 

prematurely. 

Fourth, the Commission has declined to make any mcommendaUons on the impact the 

nactment of a comparative negligence standard might have on automobile insurance rates. This 

issue was the subject of hearings by the Commission at the request of the Governor because this 

proposed change to Matyland^s ton law was identified a. likely to be the subject of consideration 

by the General Assembly durmg the 1996 legislative session. The Commission heard testimony 

from the opponents of comparative negligence to insurance rates would increase if Maryland 

moved * a comparative negligence standard. However, the Commission notes that the vast 

majonty of states operate under some fonn of comparative negUgence. No data were submitted 

by any particular insurer comparing their loss experience in a state before and after the state 

changed from contributory to comparative negligence. A study was submitted which compared 

Delaware's loss costs to those of Matyland during the period in which Delaware moved to a 
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comparative negligence standard from a contributory negligence standard.110 This suggested 

costs would increase under the comparative standard, although at the hearing other explanations 

for the increase in Delaware's costs were offered. It is clear that a more detailed analysis of the 

issue would be required before it could be said that such a change would increase costs. 

However, it seems clear to the Commission that whether or not the change would increase costs, 

there was no testimony presented to show that it would decrease insurance costs. Because the 

Commission's charge is to focus on those areas that decrease the costs of insurance, and there 

is no evidence to suggest that comparative negligence would decrease costs, the Commission 

declined to make any recommendation on this subject. 

Of all the areas investigated by the Commission, fraud evoked the clearest response. 

There is no room in the system for fraud. Fraud must be rooted out aggressively and 

completely. In House Bill 923 (1995) the Governor and the General Assembly commenced the 

process by strengthening the Insurance Fraud Division. However, the system still requires 

greater enforcement efforts, particularly by the Attorney Grievance Commission and the several 

health care provider licensing and disciplinary boards. In addition, the opportunities for 

committing fraud must be reduced. The Commission believes that even the most aggressive of 

fraud detection efforts will not prevent all fraud. The subjective nature of soft-tissue injuries 

makes detection of such fraud difficult, and the proof of such fraud in a criminal case 

particularly difficult. Consequently, the Commission believes that the efforts of the Insurance 

Fraud Division can be complemented with changes to Maryland's compensation system that 

Joseph E. Johnson, "An Analysis of the Relative Cost of the Adoption of Comparative Negligence - A 
Paired State Study: Delaware and Maiyland", 1989. See also Daniel T. Winkler, et al. "Cost Effects of 
Comparative Negligence: Tort Reform in Reverse", CPCU Journal, June 1991. 
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reduce the incentives to commit fraud. Many of the Commission's recommendations are 

intended to tighten enforcement and limit opportunities so that the costs associated with insurance 

fraud can be greatly reduced, if not eliminated entirely. 

Race was the most troubling and difficult issue which the Commission had to confront. 

The Commission received no credible evidence that automobile insurance rates are excessively 

high in Baltimore City because of intentional race discrimination by the insurance industry. The 

Commission did receive evidence to suggest a possible correlation between the racial 

composition of rating territories and automobile insurance rates. The Commission cannot ignore 

the possibility that the territorial rating practices of some insurance companies may have a 

disproportionate impact on African-Americans in Baltimore City and perhaps in other areas of 

the State. 

'The Commission believes that the General Assembly has given the Insurance 

Commissioner broad and sufficient authority to prohibit, prevent and eliminate race 

discrimination in insurance. The Commission also believes that the Insurance Commissioner has 

the authority to examine and to regulate the territorial rating practices of insurers within the 

framework established by the General Assembly. Although, in the past, the Maryland Insurance 

Administration (MIA) has been diligent in ensuring that rates within each territory are actuarially 

justified, less regulatory attention has been given the justification or rationale for the way in 

which particular rating territories are established and their boundaries drawn. 

The Commission notes that the Insurance Code prohibits rates from being "based partially 

or entirely on geographic area itself, as opposed to [being based on] underlying risk 

considerations, even though expressed in geographic terms." The Commission recommends that 
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.he Maiyhnd Insurance Admimsoatton (MU) adopt regulations to defme fte -underiymg risk 

considerations" that may be used by insurance companies in estabUshing or applying rating 

temtones. The Commission also recommends that the Maryland Insurance Adminismtion 

(MIA) mvestigate the relationship between the racial composition of rating territories and 

automobile insurance rates and. if appropriate, adopt regulations that will ameliorate the impact 

of territorial rating on African-Americans in Baltimore Cily and elsewhere without arbitrarily 

shifting automobile insurance costs from one territory to another. 

In making its recommendations, the Commission wishes to stress the impottance of and 

need for consumer education. House Bill 923 (1995) required the Insurance Commissioner to 

establish a toll-free telephone number to assist and educate consumers on automobile insurance, 

providing callets educational materials such as a rate guide or other list of agents and insurers. 

It is clear from the testimony received by the Commission that even more is needed. Many 

insurance consumers in Baltimore City simply do not know where to go to get the lowest rates. 

Hiey are not aware of all their options. Although the Commission does not make any specific 

recommendations on consumer education, it encourages grass-reot community organizations to 

focus their efforts on educating the driver, in their community - providing information about 

alternatives, how to "shop around", how their own behavior influences risk (and therefore cost) 

and how fraudulent behavior impacts rates. In the end. public education may be even more 

effective than legislation or regulation in addressing the high cost of automobile insurance in 

Baltimore City. The Commission believes such educational efforts are an important pan of 

ensuring consumers get the lowest rates possible, and urges the Insurance Commissioner to 
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continue new and innovative ways to enhance the consumer education functions in the Maryland 

Insurance Administration. 

Finally, the Commission urges the Governor to be vigilant in ensuring that any cost- 

savings achieved by the Commission's recommendations be passed on to consumers in the form 

of lower rates. All of the Commission's work will go for naught if the only result is to increase 

the profitability of insurance companies. 

I 
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SECTION B. SPECIFIC RECOMMENDATTONS1" 

Based upon the findings set forth Ln Part I of this Report, the Commission recommends 

the following: 

1. Legislation To Eliminate Multiple Recoveries For The Same Injury 

a. Personal injury protection (PEP) benefits may be paid only to 

reimburse the insured for expenses not otherwise covered by health or disability benefits. 

Explanation and justification: The Commission received testimony that the 

majority of PIP benefits are paid for medical expenses, and therefore PIP duplicates the function 

of health insurance for those who have it. This recommendation mandates a coordination of 

benefits with applicable health and disability insurance, and requires that any PEP premium be 

reduced to reflect the secondary nature of PIP. Current law authorizes, but does not require, 

the coordination of benefits between a PIP carrier and health and disability insurers. The 
I 

testimony before the Commission was that when such coordination occurs, generally PIP remains 

primary and it is therefore the health insurance premium, not the automobile insurance premium, 

that is reduced.112 

b. Uninsured motorist (UM) benefits must be reduced by compensation 

paid or payable from collateral sources. 

'11 Exhibit 11 summarizes the final vote by Commission members on each Commission recommendation. The 
6 State legislators who served on the Commission abstained from voting. 

The Governor should be aware that this recommendation may have the potential of shifting costs from the 
automobile insurance system to the health insurance system. While everyone acknowledges that there are no data 
available to measure the extent of this cost-shifting potential, the Commission agrees with the Chairman of the 
Maryland Health Care Access and Cost Commission that affordable automobile insurance should not be achieved 
at the expense of affordable health benefits coverage. (Letter from Dr. Donald Wilson, November 10, 1995.) 
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Explanation and .innffiaaaa: The Commission found that uninsured motorist 

(UM, coverage compensates victims for damages, including tost wages, medical expenses. 

resulting torn an accident with an uninsured vehicle. Cutrent law pennits recover of such 

damages ftom other collateral sources, which resuhs in higher UM premiums that would be if 

UM benefits were reduced by collateral sources. 

c. Recoveries from third-party liabUi* insurers and judgments on third- 

; party claims must be reduced by compensation paid or payab.e from coUatenU sonrces. 

Explanation and i„stifintinn: me Commission found that Marytod's current 

system of compensation allows automobile ardent claimants to receive PIP benefits from their 

automobile insurance policies, and in some cases health insurance benefits ftom the claimant's 

health insurer, and then to recover all injury-related expenses in any third-party claim against 

an at-fault driver. He PIP statute expressly prohibit, a PIP earner ftom pursuing a right of 

subroga&n against the at-fault pariy to recover the duplicadve benefits. Although the 1aw does 

permit health insurers to recover payments made through subrogation, the testimony was that 

this was not always done. 

■mis practice of allowing recovery from multiple sources increases insurance 

premiums system-wide. While an insured may voluntarily choose to pay two separate premiums 

to separate insurers in return for the right to recover duplicadve benefits, the Commission does 

not beheve there is any entidement to recover benefits from a thW-party carter, to whom the 

injured party has paid no premiums, for damages that have already been compensated. While 

this pracdce puts dollars in the pocket of one set of consumers, claimants, it does so at the 

direct expense of the other group of consumers, those who purchase automobile insunmce. 
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If third-party claims were reduced by sums recovered by just one collateral 

source, PIP, then each third-party claim payment in which PIP were applicable, would be 

reduced by up to $2,500.00. Thus, reducing double recovery should substantially reduce the 

pan of the premium identified by the Commission as the largest cost component of the overall 

premium, the portion attributable to bodily injury (BI) coverage. 

2* Legislation To Reduce Medical Cost* And Attnmpv Involvpmpnt Tn ^;iy 

Iniurv Claims 

a. Insurers may offer personal injury protection (PIP) with a managed- 

care option; major insurers and the Maryland Automobile Insurance Fund (MAID must 

offer personal injury protection (PIP) with a managed-care option for soft-tissue iiyuries. 

Explanation and justification: The Commission found Maryland's system for 

compensating accident victims creates opportunities and incentives for unscrupulous claimants, 

attorneys and health care providers to over-treat injuries, or treat non-existent injuries, in order 

to maximize recoveries. While representatives of all groups deplored such conduct, all conceded 

that there is the potential and the practice of such conduct. While the Commission agrees that 

such conduct is fraudulent and should be prosecuted, the testimony also indicated that the 

subjective nature of soft-tissue injuries makes such conduct difficult in some cases to identify, 

and hard to prove by criminal standards. 

One method to reduce any opportunity for over-treatment of injuries is to require, 

at least for major insurers, that PIP benefits for the treatment of soft-tissue injuries be available 

in a managed-care setting. Under this recommendation, the PIP carrier or a managed-care entity 
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with whom the PIP earner could contact, would limit the over-utilization that can occur under 

the current system. Because the coverage is optional, an insured who wanted the freedom to 

pursue his or her own course of medical treatment could do so by opting for standard PIP 

coverage. The Commission received testimony that other states, particularly New York and 

Colorado, have provided for managed-care PIP, and that substantial savings are attainable under 

this approach. 

b. i. Health care providers may not charge more for the treatment 

of soft-tissue injuries arising from automobile accidents than would be reimbursed by 

Medicare. 

ii. Third-party defendants may not be liable for medical costs 

associated with the treatment of soft-tissue injuries arising from automobUe accidents in an 

amount greater than would be reimbursed by Medicare. 

iii. Third-party defendants may not be liable for medical costs 

associated with the treatment of soft-tissue injuries arising from automobile accidents if a 

peer review organization determines that the treatment fails to conform to professional 

standards of performance or is medically unnecessary. 

Explanation and mstification: Because of the incentives for over-treatment and 

fraud inherent in Maryland's automobile accident compensation system described in 

recommendation 2.a., the Commission recommends that additional steps be taken to limit 

unnecessary and excessive claims. The Commission received testimony that these 

recommendations, which limit the fees paid to providers who treat soft-tissue injuries arising out 
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of automobile accidents and provide for peer review of medical treatments to accident victims, 

have successfully reduced automobile insurance premiums in Pennsylvania. 

c. Attorneys may not send targeted direct-mail solicitations to automobile 

accident victims or their relatives for 30 days foUowing an accident. 

Explanation and lustification: The Commission found that Maryland in general 

and Baltimore City in particular have one of the highest rates of attorney involvement for 

automobile accident cases in the countxy. Furthermore, the Commission found that Maryland 

has the highest rate of attorney's recommending to claimants particular health care providers. 

Finally, the Commission found that Baltimore City has one of the highest rates of BI claims per 

100 PD claims in the nation, and also leads the nation in certain statistics concerning potentially 

fraudulent claims. While a cause and effect relationship between the rate of attorney 

involvement and the other factors listed is difficult to establish because other factors such as 

claimant behavior influence the high rate of claims filed, the Commission found there is a 

correlation between the high rate of attorney involvement and the high rate of BI claims in 

Maryland and Baltimore. Consequently, the Commission believes a thirty-day waiting period 

for direct-mail solicitations by attorneys to automobile accident victims, such as that adopted in 

Florida and recently held constitutional by the Supreme Court, is a reasonable measure to 

counterbalance the relatively large role attorneys play in the claiming process in Maryland."3 

Legislation To Reduce Tnsuranrp Fraud 

a. An insured may not recover uninsured motorist (UM) benefits without 

physical evidence of contact between the insured's vehicle and the hit-and-run vehicle. 

113 Florida Bar v. Went For It. Inc.. 132 L.Ed 2d 541 (1995). 
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Explanation and mstification! The Commission found that UM coverage is 

particularly susceptible to abuse and fraud. Insureds who accidently cause damage to their own 

vehicle may claim the damage was caused by a hit-and-run or "phantom" vehicle, and coUect 

under their UM coverage. This practice increases payments under UM coverage, and thus 

increases the cost of UM insurance to all consumers of automobile insurance. The so-called 

"contact rule" helps to reduce unnecessary and fraudulent UM payments. 

b. An accident reporting unit shall be established within the Baltimore 

City police department as a pilot program, staffed by non-police personnel and funded by 

the insurance industry, to prepare written accident reports at the accident scene. 

Explanation and mstification: The Commission received testimony that unless an 

automobile accident is reported to involve serious bodily injury, local or state police may not, 

and typically do not, respond to the scene of the accident. While the need for over-woriced 

police units to prioritize calls is understandable, the lack of a police report from an accident 

scene creates the opportunity for insurance fraud. Without a credible report taken at the scene 

of the accident concerning the number of victims, automobiles, and other pertinent data, the 

potential exists for the number of claimants, and the nature of injuries, to be exaggerated. 

Because the benefits of a dedicated accident reporting unit, relative to its costs, cannot be 

accurately predicted, a pilot program limited initially to Baltimore City is a positive first step. 

c* The Insurance Fraud Division must refer evidence of attorney 

or health care provider fraud to the appropriate licensing and disciplinary boards. 
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U. Attorney and health care provider licensing boards must report 

to the Insurance Fraud Division on any case referred to them by the Division in which 

disciplinary action is not taken and the reasons why disciplinaiy action was not taken. 

m. The license of any attorney or health care provider convicted 

of insurance fraud must be revoked. 

Explanation and imtifirjitinn: The Commission found that witnesses representing 

attomeys and health care providers before the Commission denounced any ftaudulent conduct 

that may occur m a small segment of the professional population. However, under current 

practice, evidence of fmud on the part of these professionals is not always referred to the 

appropriate professional licensing board for disciplinary action and disciplinaiy action is not 

always taken. 

, d* A P®1"5011 may not pay or receive compensation for directing or 

referring an automobile accident victim to an attorney or health care provider. 

Explanation and jnstifiration: The Commission received vivid testimony from a 

state police fraud investigator and the Associate Commissioner of the Insurance Fraud Division 

regarding practices used by certain attorneys and health care providers to attract customers. No 

one condones the use of paid "mnners" to direct accident victims to particular attorneys or 

clinics. Arizona and Georgia have adopted laws to prohibit this practice. 

e" Before a claim has been made, an insurer may cancel and 

rescind an insurance policy immediately and without prior notice if the insured makes 

misrepresentations in the application for automobUe insurance and the insurer would not 
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have issued the policy if the true facts had been made known to the insurer as required by 

the application. 

ii. After a claim has been made, an insurer may deny first-party 

benefits to an insured who makes misrepresentations in the application for automobile 

insurance if the insurer would not have issued the policy if the true facts had been made 

known to the insurer as required by the application. 

Explanation and mstification: If a person procures insurance fraudulently, the cost 

of that fraud is borne by the drivers who procured their insurance honestly. The only way 

effectively to limit this cost-shift is to permit insurers immediately and without prior notice to 

cancel and rescind the policy if the fraud is discovered before a claim is made and to deny first- 

party benefits to the fraudulent party if the fraud is discovered after a claim is made, 

i Legislation To Reduce The Number Of Mandatory Cnvpragpg 

a. Insurers must make personal injury protection (PIP) available to all 

msureds; an insured does not have to purchase personal injury protection (PIP). 

Explanation and lustification: The Commission found that even when waived by 

the named insured, PIP still constitutes a substantial portion of the automobile-premium because 

the "waived" PIP coverage still applies to passengers and pedestrians. For some MAIF insureds 

in Baltimore City, this may be as much as $190.00. Requiring that PEP, when waived, be 

waived as to all persons does not restrict the ability of passengers or pedestrians to make claims 

under their own PEP coverage, or to make third-party claims against at-fault parties if there is 

no PIP coverage available to them. 
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b. i. Insurers must make uninsured motorist (UM) coverage available 

to all insureds; an insured does not have to purchase uninsured motorist (UM) coverage. 

U. An insured who does not purchase uninsured motorist (UM) 

coverage may not claim against the Unsatisfied Claim and Judgment Fund. 

Explanation a„d instifir-itioT,: He Commission found uninsured motorist (UM) 

coverage is a mandated first-paity coverage that compensates insureds for bodily injury and 

property damage caused by a.-fault uninsured drivers or phantom or hit-and-run vehicles. Much 

of the protecrion provided by UM coverage may be provided from other sources. For example. 

medical bills resulting from an accident caused by an uninsured motorist may be paid by the 

victim's health insurance, or the insured's PIP coverage if he or she has not waived PIP. Lost 

wages up to $2,500.00 may be paid by PIP as well. With respect to property damage (PD) 

coverage, as noted m the report, the UM statute is vague as to whether it was originally intended 

to cover property damage, and, as described above, this coverage is susceptible to fraudulent 

claims. Claimants should have the option of purchasing coverage that serves mainly to protect 

the value of their own vehicle. 

Therefore, the Commission believes insureds should have the choice to waive UM 

coverage^ as well as the other mandatory first-party coverage, PIP. 

^ Regulation Of Territorial Ratiny TV^.w 

a- The Maryland Insurance Administration (MIA) should adopt 

regulations to define the "underlying risk considerations" that automobile insurer, may use 

m establishing or applying rating territories. 

h. He Maryland Insurance Administration (MIA) should 
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i. investigate the relationship between the racial composition of 

ratmg temtones used by insurance companies and automobile insurance rates; and 

ii- if appropriate, adopt regulations to ameliorate the impact of 

territorial rating practices on African-Americans iu Baltimore City and elsewhere without 

arbitrarily shifting antomobUe insurance costs from one territory to another. 

Explanation and lustificatinn: The Commission examined the rating practices of 

insurers and the law regulating those practices, lite law authorizes insurera to express rates in 

geographic terms, so long as those rates are based on -underlying risk consideradons" and are 

not solely or partially based on geographic area itself. The existing law also expressly prohibits 

any discnminadon based on race, creed, color, or national origin. 

The Commission heard testimony of an apparent correlation between the high cost 

temtones m Baltimore City and elsewhere and the minority population within those territories. 

While this matter is currently before the Human Relations Commission, the Commission believes 

that the State insurance regulator should take additional steps to address these concerns. 

First, as noted in the extensive report submitted by R & B Limited, the legal 

linchpin of territorial rating is the requirement that geographic distinctions be based on 

"underlying risk considerations." As noted in the R & B report, this term is undefined in statute 

or regulation. Although the Attorney General has opined that the practice followed by insurers 

now, justifying territories based on historical loss experience, constitutes an underlying risk 

consideration, the Commission believes that the inteipretation and enforcement of this cmcial 

regulatory position should rest with the State insurance regulator. Consequently, the 

Commission believes this term should be the subject of regulations to clariiy its meaning 
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FUrthenn0re' ,1": COnm,iSSi0n to 0* State «« regulator, either 
as part of the eoforeereeot of the unfair discHnuuatiot. ptovisions of the Stance Code or a. 

part of the detenu^ of what c0nstiwtes acceptable ^ ^ 

investigate the alleged eotrelation between .ating tetritone. and nunority populaUon and. if 

appropnate, adopt regu^ons. within the legislative Wework on tetritorial rating established 

by the Oenetai As^hly and without artitrarily shifting auton.obile insurence costs from one 

temtory to another, to atneUorate the tapaet of territorial rating pntcticea on African-Atnericans 

m Baltimore City and elsewhere. 

6' Legislation To Rorfuro Acciriont 

a. Cameras may be imtaUed at high-risk intersections to photograph red- 

light violations. 

, b. Police may stop a vehicle for a seat-belt or chad-restraint violation. 

C" No Person may use or operate a radar detector. 

Acl^ way to reduce automobile insutance costs 
to reduce automobile acctdent costs. A number of states, including most notably North 

Carolina, have uudenahen aggressive highway safety measures to reduce accident cos. 

Infomatton provided by the Insumnce Institute for Highway Safety indicates that red-light 

cameras, seat-belt enforcement and radar detector nmhikv 
raoar detector prohtbrnon are safety measures that have 

proven effective in reducing costs in other jurisdictions. 
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SECTION C. THE TTLLTNGHAST RFPOpt 

The Insurance Commissioner, at the request of the Commission and with the approval 

of the Governor, engaged an independent actuary to estimate the cost savings attributable to the 

foregoing recommendations. The firms of Tillinghast, a Towers Perrin company, and Miller, 

Rapp, Berbers, Brubaker & Terry, Inc. were retained and prepared an "Analysis of Proposed 

Statutory Reforms" (hereinafter referred to as the "Tillinghast study"). While the entire 

Tillinghast study should be consulted for a full understanding of its findings and the assumptions 

underlying the analysis of the recommendations, this Section briefly summarizes the conclusions 

of the Tillinghast study. 

The Tillinghast study estimated that in the aggregate, the reforms analyzed would 

decrease statewide losses by $830 million. When translated to premium reductions, the 

Tillinghast study estimates a 21.5% reduction statewide and a 24.2% reduction in the City of 

Baltimore. The recommendations which contribute most to the savings are those relating to the 

elimination of duplicate recoveries. These recommendations, if adopted by the Maryland 

General Assembly in their "purest" form, were estimated to potentially save 27 % off the BI 

premium, with a 14.8% savings to the overall premium. This confirms the Commission's 

findings-that the presence of duplicate recoveries adds substantially to the costs of insurance. 

Those recommendations which seek to reduce the costs of soft-tissue injuries, through the 

implementation of a system of utilization review for such injuries and the use of a Medicare- 

based fee schedule, also could substantially reduce premiums, with the expected savings 

projected at 8.9%. Other savings estimated in the Tillinghast study were proposals to make PIP 

secondary to other coverages - 4.8%; proposals on managed-care PIP - 1.5%; restrictions on 
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attorney solicitations - 0.6%; and implementation of the so-called "contact" rule for UM - 

0.02%. 

The Commission recognizes that these estimates are based on several assumptions, some 

optimistic, that could affect the actual level of savings. For example, a substantial portion of 

the savings in the study is attributable to the multiplier effect, where reductions in economic 

damages results m reductions in the noneconomic damages by some multiple. Also, if as a 

result of the recommendations, economic losses currently compensated by a first-party coverage 

were shifted to an insured's BI coverage, there could be an increase in system-wide BI costs. 

In addition to those general assumptions, the analysis of each specific recommendation contains 

by necessity, other specific assumptions. Still, the Commission is encouraged by the level of 

savings attributable to the recommendations. 

The Commission notes that many recommendations with the potential for substantial 

savings, such as those relating to fraud and highway safety, were not priced by Tillinghast 

because of the unavailability of actuarially suitable data. This does not mean, however, thai 

savings from those recommendations will not be achieved, only that their precise ^ 

difficult to measure. Thus, overall savings from all the recommendations could be expected to 

be gjeater than the savings attributable only to the recommendations priced by Tillinghast. 

The Commission received testimony from interested parties on the Tillinghast study. In 

general, these comments, presented primarily from the insurance industry, suggested that the 

projected savings were based on optimistic, or incorrect, assumptions. For example, although 

the industry had advocated that laws passed by other states could serve to reduce costs in 

Maryland if adopted here (i.e. the managed-care PIP system in Colorado; the Pennsylvania law 
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that limits certain payments to providers to a percentage of the Medicare fee schedule), the 

industry subsequently argued that actual savings in those states are not directly comparable to 

savings which could be achieved in Maryland with a similar system, due to differences in state 

laws, market conditions, and other factors. However, the industry acknowledged that if one 

accepts the assumptions made, the methodology in the Tillinghast study is generally valid. 

Finally, there are several caveats in the Tillinghast study of which the Commission takes 

note. First, to the extent that the recommendations are not enacted or materially altered, the 

projected savings may be lessened. Second, while the Tillinghast study utilizes "best-case- 

assumptions with respect to certain recommendations, the Commission believes this best serves 

the Governor and the General Assembly as the recommendations are considered. Finally, the 

Commission recognizes that the estimates presented by Tillinghast represent average savings and 

actual savings will vary from insurer to insurer. 

-98- 



dm;ii 81X1 

Cxecwtibc department 

executive order 
01.01.1995.05 

Gpvcrnpr ^ Cpmniiasiffn mi talumorp CitY Automohiir insurance tfote Rgrfttrti^ 

WHEREAS, 

WHEREAS. 

WHEREAS, 

WHEREAS, 

WrfEREAS, 

WHEREAS, 

WHEREAS, 

NOW, THEREFORE, 

Tftt cost of automobile insurance for residents of Baltimore Citv is 

to the cost for residents of suburban and rural aLS 

Some Baltimore City drivers may pay two, three, or even four times 
e insurance rates that a comparable driver in other regions pay; 

Boaure State law mandates that automobile owners purchase 

automobile insurance, residents of Baltimore City who own 
automobiles have no choice but to purchase high cost insurance; 

inSUSCeri?Ta fircmc:ial burdcn to City residents and detracts from the quality of life in the City; 

There is disagreement over what factors contribute to these hich 

^ althoI,gh Particular concerns have beeS expressed over the practice of territorial rating used by insurance 
~mpan.es, as well as the possibility ofredliJng by Se^^ 

!iud0ns "O ,h? P"*"™ "f hieh 
. ^_i • offered in the past, ranging from reducine underlying costs to redistribution of costs equally among all drivers 

fnSS"™ ,V • of ^ ^y-ng f^ to insurance rates m Baltimore City is necessary prior to enactine 
reforms to address this problem; and 

In studying the automobile insurance market in Baltimore Citv 

eonttn«d role of Jte KtaryUnd 

vhniiiH^^'k^ as the best manner to privatize the Fund if it should not be continued in its current form; 

LAWS OF MARYLAND. 

™^Sm^.™LUW,NG ^COTIVE ORDER. 

0n Bi"i,n0re 09 Aulomobile 



B- Scope of the Commmioo: . 

(1) The Commissioo shtll: 

mntiiUi.i— E*>inine those factors which may c-muw or 6 
contnbiite to high antomobile insurance ntes in Baltimore Qtv 
including an anaiysia of the following piactica: 

including 
may relate to redlining or other unfxir discrimination; : 

amo iiuunna dispata^ The rote of attorney invohranoit in 

. (iii) Pnetces by health ^ ^ f ^ Dioviders in 
treating victims of automobile accidents; and 

At . Ov) Any actions by insnreds or claimant* 
that may contribate to or cause high rates. claimants 

«riw~ • i?L. Review Proposals considered or cnactcd in oto sates mtended to reduce tte cost of automobile insurance 

tort Inodlfialioa of insurer rating practices, tort reform, and medical cue cost containment initiatra. 

jiitiiLiin.j i- /C\ J^^.00 ^ Commission's review under 
2?w?!!f!S**1^J*) ,bove' recommend appropriate chances to tte l*w Of Urn State that are deigned to red»St£cw! of 
automobile insurance m Baltimore Qty. 

tmrW wi.h.L.. ^ i / ^coinmen? ^hether the proposals suggested subparagraph (c) be extended to other jurisdictions in toe 

rt* mi* _#• icu>iumendations concernine mer^eof toe Maryland Automobile Insurance Fund in the 
^tomobile insurance market, whether the functions of toe Fund 
should be privatized and, if so, in what manner. 

t. _ W Jbe Commission shall issue a preliminary reoort to 
jteGovenior by July 13. 1995 and a final rei^byOaS??. 

C. Membership and riuuwinifri 

>eventeS)memtefOm,ni5Si0° ^ be COmpoXd of ^ 

President of tte'ltoySUtoS?" ^^ ^ "Y the 
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(b) Three members , of the Hooae of Delegates 
designated by the Speaker of die Maryland House of Delegates; 

(e) Two members designated by the Mayor of the 
City of Baltimore; 

(d) The Insurance Commissioner or designee; and 

(e) fight members of the general public to be 
appointed by the Governor. 

(2) The Governor shall appoint the Chairperson of die 
Commission 

(3) The appointed members of die Commission serve at 
the pleasure of the Governor. 

(4) The members of the Commission may not receive any 
compensation for their services. The members may be idmbutaed 
for reasonable expenses incurred in die performance of their duties 
in accordance wife the standard travel regulations and as provided in 
die State budget 

(5) The Commission shall be staffed by personnel from 
die Governor's Legislative Office with assistance from die Maryland 
Insurance Admimstration. 

GIVEN Under My Hand and the Great Seal of the Stale of 
Maryland, in die City of Annapolis, this day of 

1995. 

Panis N. Glendening I 
Governor 

ATTEST: 
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SHOPPING FOR INSURANCE: 

1. Obtain a copy of our nosr current ntc 

2. Use your telephone books 'yellow pages' 
guide for assistance in conucring companies or 
agencies. 

3. Ask for 'price quotes' from several insurers or 
agents. 

4. Be ready to answer questions. All companies 
require specific information before a dcrcrmination 
can be made regarding eligibility and premium 
amount. Have your current policy in front of you 
before you make the all. 

5. Inquire about discounts. For example, premium 
reducnons may be granted based on the insuring of 
multiple vehicles, safety and theft devices, good 
driving record, limited vehicle usage, or similar 
factors which may provide cost savings for a 
company. 

6. Realize that you may nor meet die requirements 
for certain companies. For example, a less than dean 
driving record over the previous three years 
(acadena, points) may limit the companies for 
which you may be accepted as a new insured. 

7. Before you change companies, compare policies. 
Docs the proposed policy have at least die same 
coverage as your current policy? 

8. Do not cancel your current policy until a 
replacement policy is in effect. 

Although we cannot recommend specific companies 
or agents, if you bave questions about purchasing 

private passenger auto coverage, contact the 
Maryland Insurance Administxation at ] -800-880- 
8072. This is a toll free 

PJOVATE PASSENGER 

AUTOMOBILE INSURANCE 

RATES FOR MARYLAND 

HOW TO USE THIS RATE GUIDE 

Auto rates vary upon individua} dtcumstancss. As 
an example, rates in this guide are based en a very 

speofic set of policyholder characteristics, reflecting 

an bmireds age, marital status, sex, drivers education 
courses, vehicle usage, and area of residence. 
Comparing insurance rater, in the area where you 
live, may provide a starting point for your own 

comparison chopping. Agents for companies, or 

companies who write policies directly, can provide 
the exact rates for your spcdfic insurance 

charaetericrio. Please understand that the rates 
quoted to you will be spcdfic to your situation and 
it is not likely that they will be the same rates as 

those listed in this guide. 

ANNUAL RATES EFFECTTVEJUNE 1,1995 

Rates used in this guide assume that a driver has 

had a drivers education course, and is prindpal 

owner and operator of the vehtde. Coverages: 

(liability coverages are minimum coverages for 

compliance with State law) $20,000 bodily injury 
for individual or $40,000 bodily Injury per 

occurrencc; 510,000 for property damage; 12,500 
for penon injury protection: and 520,000 for bodily 
injury per individual, or 540,000 per occurrencc, 

and 510,000 property damage for uninsured 

motorists coverages. 

Ail compaaios named have installment plans for 

premium payment. 
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EXHIBIT 4 

MAIF PIP 

Territories 

01 Baltimore City 

02 Baltimore Inner 

08 Montgomery County Outer 

09 Prince Georges County Outer 

10 Baltimore Outer 

11 Montgomery County Inner 

12 Prince Georges County Inner 

13 Lower Eastern Shore 

14 Remainder 

Statewide 

% Full 

PIP Policies 

40.3% 

45.5% 

86.4% 

82.5% 

51.4% 

85.7% 

78.2% 

89.8% 

85.6% 

74.4% 

% Limited 

PIP Policies 

59.7% 

54.5% 

13.6% 

17.5% 

48.6% 

14.3% 

21.8% 

10.2% 

14.4% 

25.6% 

Full 

PIP Rate 

415 

315 

105 

128 

277 

133 

149 

118 

136 

Limited 

PIP Rate 

190 

145 

50 

60 

127 

63 

70 

56 

64 

approximately 70% of those shown on the chart rateS would be 



A 4 lerruoriai uiaim rrequency. Claim Severity and Average Loss Cost 

Bl and PD Coverages 

Maryland Territories 

EXHIBIT 5 

ted 

tate 

Territory 

01 
02 
08 
09 
10 
11 
12 
13 
14 

State 

01 
02 
08 
09 
10 
11 
12 
13 
14 

State 

Earned Claim 
Car Years Frequency 

319.100 
■820.^ 
253.230 
365.444 
524.555 
560,603 
418.023 
350.531 

1.938.990 

5.550.639 

321,103 
837.484 
260.857 
370,089 
531,577 
584,049 
427.287 
359.619 

1.992.632 

5.684.697 

3.63 
2.20 
1.59 
1.66 
1.89 
1.44 
2.08 
1.12 
1.42 

1.76 

5.10 
Z74 
1.89 
2.14 
2.61 
1.60 
2.89 
1.64 
1.85 

2.29 

58.422 
$8,585 
$9,189 
$9,544 
$9,520 
$8,586 
$8,988 
$9,364 
$9,013 

$2,447 
$Z219 
$1,990 
$2,407 
$2,303 
52.366 
$2,456 
$1,904 
$1,910 

$2,191 

$305.67 
$188.74 
$146.14 
$158.86 
$179.49 
$123.55 
$187.35 
$104.53 
$127.76 

$8,932 $157.37 

PIP 

$124.73 
$60.84 
$37.67 
$51.57 
$60.04 
$37.82 
$71.03 
$31.23 
$35.26 

$50.27 

5.84 
4.78 
5.29 
4.60 
4.66 
5.19 
5.09 
3.59 
4.03 

4.57 

$1,448 
$1,462 
$1,400- 
$1,549 
$1,523 
$1,358 
$1,519 
$1,513 
$1,483 

$1,471 

$84.56 
$69.84 
$74.01 
$71.26 
$70.99 
$70.52 
$77.31 
$54.31 
$59.73 

$67.20 

62 
46 
30. 
36. 
40. 
27. 
40. 
31. 
35. 

38j 

Definition of Territories: 

01 -Baltimore City County 
02 Baltimore Suburban 
08 Montgomery County Outer Suburban 
09 Prince Georges County Outer Suburban 
10 Baltimore Outer Suburban 

11 Montgomery County Suburban 
12 Prince Georges County Suburban 
13 Caroline, Dorchester. Kent. Oueen Annes. Somerset 

Talbot, etc.. Counties 
14 Remainder of State 

Notes: (1) Claim frequency is the number of claims per 100 insured cars. 
(2) Claim severity is the average loss paid per claim. 

^JentTIOSS 0051 * aVera9e ^,0SS ^ year ^ i~ured «*• inc,u*"9 «« not involved in 
(4) Data are for 1989-1991 combined. 

Source: NAII Automobile Compilation (1993). 

Insurance Research Council. Inc. 
Trends in Auto Injury Claims. 2nd EdUior 
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EXHIBIT 11 

RECOMMEND A TTnMS IN TTTF FINAT. RF.PORT 

1 • Legislation To Eliminate Multiple Recoveries For The Same Injury 

u* ^ -0 — 

^PP0" _2_ Oppose 

or payable ftom colla"^1^0'0^ ^ mUS, ^ b* compenaation paid 

Support Oppose 

SupPort _i_ Oppose 

I 

Claims 2' Le8islati0,1 To Red,lce Costs And Attorney Involvement In BodUy Injmy 

protection (PIP) with a managed-care option for soft-tissue injuries. 

_ _8_ Suppon Oppose 

soft-tissue injuries aris'ing ftomlmSin^ts^wc^S "tab^by^Me" 

-1- ^PPon __3__ Oppose 

associated with the trLmsni^to^? defendants *** not ** liable for medical costs 
amount gmater tl^ mir^MXT"8 ^ aUt0mObi,e ^ " » 

^P"0" _3_ Oppose 



iii. Third-party defendants may not be liable for medical costs 

associated with the treatment of soft-tissue injuries arising from automobile accidents if a peer 

review organization determines that the treatment fails to conform to professional standards of 
performance or is medically unnecessary. 

9 Support —2— Oppose 

c. Attorneys may not send targeted direct-mail solicitations to automobile 

accident victims or their relatives for 30 days foUowing an accident. 

9 Support  Q— Oppose 

3. Legislation To Reduce Insurance Fraud 

a. An insured may not recover uninsured motorist (UM) benefits without 

physical evidence of contact between the insured's vehicle and the hit-and-run vehicle. 

9 Support 2 Oppose 

b. An accident reporting unit shall be established within the Baltimore City 

police department as a pilot program, staffed by non-police personnel and funded by the 
inslirance industry, to prepare written accident reports at the accident scene. 

10 Support -i- Oppose 

c i The Insurance Fraud Division must refer evidence of attorney or 

health care provider fraud to the appropriate licensing and disciplinary boards. 

11 Support 0 Oppose 

ii. Attorney and health care provider licensing boards must report to 

the Insurance Fraud Division on any case referred to them by the Division in which disciplinary 

action is not taken and the reasons why disciplinary action was not taken. 

11 Support _Q— Oppose 

iii. The license of any attorney or health care provider convicted of 

insurance fraud must be revoked. 

11 Support . 0 Oppose 



an automobiie acc.denf ZZ'y ^ " refc™« 

JJ_ Support 
-0 Oppose 

an insurance policy Jnediajy and ^orZa^T.h "" Tf CanCel and rcsci"d 

in the application for automobUe insurance Md die in^r T makeS misrePres=ntations 
the m.e facts had been made known to the insurer as requitTby te ap'nXn ^ P0,iCy 

10 Support __ 
_i_ Oppose 

benefits to an insured who m^LLeprwe^io^11 f inSUrer ^ deny first-party 

if the insurer would not have issued the policy if the trueT^f^T^ automobiIe insurance 

insurer as required by the application. n made known to the 

■ 10 Support , _ 
I Oppose 

4. Legislation To Reduce He Number Of Mandatory Coverages 

insured* an iiLrf dS^h^to^hS^oJ^ Pr0ttCti0'1 ^ available '<> all 
lo Purcnase personal injuiy protection (PIP). 

-9_ Support . _ 
^ Oppose 

to all insureds;! insured do^™ ^hiZ^ ^0'0riSt ^ co^ available 
10 purchase uninsured motorist (UM) coverage. 

-_8_ Support 
__ j Oppose 

coverage tnay not Ca^ aga^thTrati^ ^ ^ 

_IQ_ Support , ^ 
1 Oppose 



5. Regulation Of Territorial Rating Practices 

a. The Maryland Insurance Administration (MIA) should adopt regulations 

to define the "underlying risk considerations" that automobile insurers may use in establishing 

or applying rating territories. 

9 Support _JL_ Oppose 

b. The Maryland Insurance Administration (MIA) should 

i. investigate the relationship between the racial composition of rating 

territories used by insurance companies and automobile insurance rates; and 

9 Support _L_ Oppose 

ii. if appropriate, adopt regulations to ameliorate the impact of 

territorial rating practices on African-Americans in Baltimore City and elsewhere without 

arbitrarily shifting automobile insurance costs from one territory to another. 

9 Support _1_ Oppose 

6. Legislation To Reduce Accident Costs 
I 

a. Cameras may be installed at high-risk intersections to photograph red-light 

violations. 

10 Support 0 Oppose 

b. Police may stop a vehicle for a seat-belt or child-restraint violation. 

10 Support _JL_ Oppose 

c. No person may use or operate a radar detector. 

10 Support 0 Oppose 

December 4, 1995 

04ps6970.Wt\42972.008 
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(309) 828-3736 

^'"ftest, a Towers Perrin company 
4601 North Fairfax Drive, Suite 1100 
Arlington, Virginia 22203 
(703)527-7500 

Tillinghczst 
^ Towers Pernn Company 



4601 North Fairfax Drive. Suite 1100 
Arlington. VA 22203 
703 527-7500 
Fax: 703 528-6814 

Tillinghast 

A Towers Perrin Company 

December 12,1995 

Mr. David M. Funk 
Chairman 
Governor's Commission on Baltimore City 
Automobile Insurance Rate Reduction 

c/o Shapiro and Olander 
36 South Charles Street, 20th Floor 
Baltimore, Maryland 21201-3147 

Dear Mr. Funk: 

Enclosed is an unbound copy of our final report documenting our estimates of the cost 
impact of statutory reforms to the private passenger auto liability system in the state of 
Maryland, as outlined in the Preliminary Report of the Governor's Commission on 
Baltimore City Automobile Insurance Rate Reduction, dated September 1,1995. 

It was a pleasure working with you and other Commission members in completing this 
assignment. 

Sincerely, 

Joseph A. Herbers, ACAS, MAAA 
Miller, Rapp, Herbers, Brubaker, & Terry, Inc. 

Ollie L. Sherman, Jr., FCAS, MAAA 
Tillinghast, a Towers Perrin company 

End. 

MDAUTO.WPO 
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EXECUTIVE SUMMARY 

Purpose 

Miller, Rapp, Hcrbcrs, Bmbakcr, & Terry, Inc. (MRHBT) and Tillinghast, a Towers Pcrrin 
company (Tillinghast) were requested, by the Maryland Insurance Administration and the 
Governor's Commission on Baltimore Citv Automobile Insurance Rate Reduction (Commission) 
to perform a study of proposed statutory' reforms to the private passenger auto liability system 
in die state of Maryland. This report presents a summary of our findings. 

Distribution and Use 

This report has been prepared solely for the use of die Commission and the Maryland Insurance 
Administration. We understand that the Commission may wish to provide copies of this report 

to interested third parries. We request that any distribution of this report meet the following 
conditions: 

• the entire report (including all exhibits and appendices) be distributed rather than merely 
excerpts; and 

• all recipients of the report be made aware that MRHBT and Tillinghast are available to 
discuss any questions that may arise regarding the report. 

i 

Reliances and Limitations 

In developing this report, we have relied on publicly available information from a variety of 
sources, including; 

• reports of the Insurance Research Council; 

• Statistical Abstract of the United States; 
• reports of the Insurance Services Office (ISO) and the National Association of 

Independent Insurers (NAII); 

• articles from A M. Best Company (Best's); 
• rating information for major auto insurance carriers in the states of Maryland, Michigan 

New York, New Jersey, and Colorado. 

We have relied on the general accuracy of this data without independent verification. In certain 
instances where specific data were not readily available, judgments have been used in order to 
estimate the effects on the private passenger automobDe liability insurance system. 



toryZt^T^^C" aUt0 liabffity ^ " 3 Whole » ">= ^tc of 

An important consideration in estimation of the true ener r 
the impaa not only on economic losses (i r m(Vi,V I a ^ of vanous reform mitiatives is 

(or gc^ dam^) such^^d ^ ^ but ^ "^economic lossc. 
"multiplier" =ffe^^^ T1«^calW 

accompaniedbys^faAegcnenldamagescomponentintte'L^mTa,ti,0flOSSeS Wi" ^ provide. Thus, a 10% savings in rhe economic exponent winTcult" ^0%^ 

£! Aar^X^Z^™^Xd^ ^ ^ Kal'y 0,,ly ^ "■ *« "= ^crioS fa rhe 
ofeoDnomic " 

savings to the economic loss component, no savin^m i^ S 2 J^7 "" ^ 

^ •«♦ u^muges tn proportion to economic damaaes tU, 
substantially less than estimated herein. ' actwi1 ^xnn3s may he 

There are many recommendations included in the PrrHmin-r,, -n . 

_ ontiined 'ater in the Specific Reform Provisions of til^reponj^ oi^de^esrope of 

injnmd Len.^e^^,™ d^tvo^S^ a^mtw! ^^0° ^rtf 

inherent uncertainty involved in predicting future daimina h^t, t0m0b,Jc.accidcnts- Due to the 
conservatism in the process of estimating the impact of Le * 

Specific Reform Provisions 

We have reviewed the detailed recommendationc r>f t+.- n ■ ■ 

^r^orsrK p"^r iutomobfc— 

TUUnghast 
A Towers Pemn Company 
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Legislation to Eliminate Multiple Recoveries for the Same Injury: 

a) Personal Injury Protection (PIP) benefits may be paid only to reimburse the insured 
for expenses not otherwise covered by health or disability benefits. To the extent that 
PIP is not duplicating Ac rccovcrics from private and public earners, the 
secondary nature of the PIP coverage would shift losses from the private 
passenger auto system to private and public carriers. 

b) Uninsured motorist benefits must be reduced by compensation paid or payable from 
collateral sources. Current law permits recovery of damages under the uninsured 
motorist (XJM) coverage from other collateral sources, thereby duplicating 
benefits. This provision would eliminate such duplication 

Recoreriesfnm third party liability insurers and judgments on third-party claims must 

be reduced by compensation paid or payable from collateral sources. Current law 
permits recovery of damages under the bodily injury liability (BI) coverage for 
damages already paid from PIP and other collateral sourccs. In fact, the statutes 
expressly prohibit a PIP carrier from pursuing a right of subrogation against the 
at-fault party to recover the duplicated benefits. This revision would eliminate 

such duplication received under the BI coverage for damages already 
compensated under the first party PIP coverage as well as other collateral sourccs. 

Legislation to Rcduce Medical Costs and Attorney Involvement in Bodily Injury 

Claims 

a) Insurers may offer PIP with a managed care option. The current system for 
compensating aeddent victims creates opportunities and incentives for claimants, 
attorneys and health care providers to over-treat injuries, or treat non-existent 
injuries, in order to maximize recoveries. One method of reducing the 
opportunity for over-treatment of injuries is to require that PIP benefits for soft- 

tissue injuries be delivered in a managed care setting. 

b) Health care providers may not charge more for the treatment of soft-tissue injuries 
arising from automobile accidents than would be reimbursed by Medicare. 
Furthermore, third-party defendants may not be liable for medical costs associated with 

the treatment of soft-tissue injuries arising from automobile accidents in an amount 
greater than would be reimbursed under hAedicare, or if a peer review orgamzatum 
determines that the treatment foils to conform to professional standards ofperformance 

or is not medically necessary. As reimbursements under the Medicare system are 
typically less than those otherwise considered reasonable and customary, there is 
potential for savings. 

c) Attorneys may not send targeted direct-mail solicitations to automobile aeddent victims 
or their relatives for 30 days following an accident. Similar to the rule in Florida, 
this provision attempts to mitigate attorney involvement in auto injury claims. 



3. Legislation to Rcducc Insurance Fraud 

a) 

4. 

rr trs ^ * i t1 tfitCiC CLTld the t7tt~CLTld~Tlin VEpiirl* T__ « , 
acodcntally cause damac*.t«t4,-; ... wtcle. Insurcds who 
by a to JhTorS^T ^^ may ^ caus.d 
^<=Ilcd -contact I ^ ^ ^ ^ ^ ™ «"=«gc. The 
payments. ^ 10 """^"y and ftaudutet UM daim 

"f* accidatt reporting unit shall be established within i-u r ; • ^ 

tile dty of Baldmore wil, be . fee step m ^ " 

appropriate licensing board for disdpli^^n ^"d^T'* " *' 
always taken. disciplinary action is not 

A/wr a daim has been made, an irmcrer may cancel and ^ . 

■*» nisrcprccntar^ in ^ aMl!r^ ^ ""W 

insurer would not have issued the policy if the true f^uTT 

required iy rte ^ ^2^'^ 
de^ fin furty benefit, to the insured If , „Z ' '" 

fraudulendy. the eost of that fraud is bome bv tiJdriT T*" ,nsunmce 

insurance honestiy. This provision would 1 Jit thf™ sMfr 
insurers to immediately cancel and resdnH th r y 

before a daim is made Ld^dZf^r 1!°^ ^ " ^vcrc! 
is discovered after a claim is made. ltS 10 thc insured ^ fraud 

Legislation to Reduce the Number of Mandatory Coverages 

Claun and Judgment Fund. There will be ^ Unsatisflcd 

not purchase the heretofore mandatory coverages. consumers that do 

d) 

c) 
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5. Legislation to Reduce Accident Costs 

a) Cameras may be installed at high-risk intersections to photograph red-light violations. 

b) Felice may stop a vehicle for a seat-belt or child restraint violation. 

c) No person may use or operate a radar detector. 

All three provisions may have some impact on insurance costs, especially in changing 
certain driving behavior. 

'Findings 

The projected ultimate cost of claims and allocated loss adjustment expenses for the mandatory 
private passenger auto liability insurance coverages is approximately S830 million for accidents 
occurring in the state of Maryland in 1996. Several of the proposed statutory reforms will have 

a significant impact on losses. We estimate the total impact of the reforms to be -27.3%: 

Impact on Mandatory Coverage Losses 

Reform Provision BI PD PIP UM Total 

Secondary PIP -1.0% 0% -26.4% -1.0% -4.8% 
Duplicate Recoveries -27.0 0 0.0 -21.3 -14.8 

Managed Care 0.0 0 -9.5 0.0 -1.5 

Treatment of Soft 
Tissue Injuries -14.0 0 -7.9 -10.3 -8.9 

Restriction of Atty. Solicitations -1.0 0 0.0 -1.0 -0.6 
Restrictions on UM Benefits 0.0 0 0.0 -0.5 -0.02 

Other 0.0 0 0.0 0.0 0.0 

Aggregate Impact -37.5 0 -38.6 -30.8 -27.3% 

The expectcd impact on mandatory coverage costs in the city of Baltimore is the same for each line 

of coverage; however, the average savings across the package of mandatory coverages is somewhat 
higher at -30.7%, because BI and PIP coverages comprise a larger percentage of overall costs in 
Baltimore compared with the rest of the state. The dollar impact of the proposed reforms on 
insurer losses is estimated as S227 million statewide. 

The estimated cost savings must be translated into an estimated premium savings. The cxpected 
percentage savings to premiums is somewhat less than the percentage impact on losses due to 
insurer's fixed expenses. We estimate the impact on premiums statewide will be -21.5% and 
-24.2% in the dty of Baltimore. The dollar impact of the proposed reforms on premiums is 
estimated at $249 million. 
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reduce the costs by approximately 21%^6%Kfom^IP ^ 

amount of heretofore mandated coverage However rr> f4i , ^ r average 
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ANALYSIS 

Background 

On February 20,1995, Governor Parris N. Glendening signed an Execunve Order establishing 

the Governor's Commission on Baltimore City Automobile Insurance Rate Reduction. The 
Commission was established to examine those factors which contribute to high automobile 

insurance rates in Baltimore City and to make recommendations to the Governor that will reduce 

these rates. The formation was a part of major automobile insurance reform initiative to address 
the dual problems of availability and affordability of automobile insurance in the aty of Baltimore. 
Certain reforms have already been passed by the General Assembly. The recommendations of the 
Commission are those oudined previously in the Specific Eefirrm Provisums section of this report. 

Methodology 

The methodology we have employed in deriving estimates of the cost impact of the proposed 
statutory reforms was to examine publicly available data from a variety of sources. 

• current costs of auto liability insurance in the state of Maryland; 

' . reimbursement levels as a percentage of reasonable and customary charges under the Medicare 

system, from the Health Care Financing Administration (HCFA); 

. recent research on auto liability claim files as conducted by the Insurance Research Council 

(IRC) documented in Auto Injuries: Claiming Behavior and Its Impact on Insurance Costs, 
September 1994 (hereinafter referred to as "closed claim study"); and, 

• the impact of similar reforms in other jurisdictions. 

Current cost data for auto liability insurance coverages were constructed using the ISO/NAH Fast 
Track reports. Auto liability insurance data from the Commonweakh of Pennsylvania anddata 
from die HCFA were useful in projecting the impact of imposing the Medicare fee schedule on 
the compensation for soft-tissue injuries. The descriptive information embodied in the IRC dosed 
claim study provided valuable data for quantifying the potential for duplication of recoveries in 
the current system. Data from the state of Colorado (where managed care was implemented m 
1991) was useful in projecting the impact of managed care on the compensation of automobile 

injury claims. Finally, the discounts offered by private passenger automobile msurers in other 
jurisdictions for similar coverage options provided a valuable tool for comparison with results 

indicated from other sources. 
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regarding the 
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1. Projeeted Mandatory Coverage Costs (Exhibits HI, IV) 

in the state ofMaryland to be approximwelv S831 mm""5 i'SrdaK"y ""0 

vehicle of 5332^3 and 2.5 ZonZZ^Z* "" " ^ 

premiums): (note these figures are insurer costs, not 

Coverage 

BI 
PD 
PIP 

UM-BI 

UM-PD 
UIM-BI 

Claim 
Frequenry 

.01510 

.04700 

.02150 

.00150 

.00050 

.00008 

Average 
Severity 

S 9,725 
1,875 
2,350 
9,725 

1,635 
19,500 

Annual 
Loss Cost 
- per Car 

Total Mandatory Coverages 

$ 168.87 

92.53 

53.05 
15.32 
0.82 

1.64 

S 332.23 

Projected 
Insurer 

1996 C^r* 

5 422.2 million 
231.3 
126.3 
38.3 

2.0 
5.1 

S 830.6 million 

^lese projected costs are based on our analysis of thr tr^Hc • 
those expected in calendar year 1996 prior to any static ^ ^t0 Exhibit ^ wd 
we compute the estimated impact of various reform initiative1115 

• T*1"5 " 1116 basis from which 
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2. Secondary PIP Coverage (Exhibit V) 

-Recommendatum 1(a) state, that Pmarud Injury Protection (PIP) 

» reimburse the insured for expenses not otherwise covered by health or dxsabdxty bencfi . 

To the extent that PIP is not duplicating the recoveries from private and public earners, the 
SondaTnTtL of the PIP cover^e would shift losses from the private passenger auto s^tem 

toprivatt andpublic carriers. dosed claim study asked claim file ronewers to md^ 

whether collateral sources were available to the claimant for their injury. Since the majontyof 
daini files had an "unknown" response indicated, we assume the true dismbution of 

be roughly the same as the relative distribution between "yes" and no rcsP°nSCS-1? * 
instsuiccs where we judge the volume of Maryland claim file responses to 

supplement the dau with responses of simUar no-fault claimants m six nearby jurisdictions 

(specifically the District of Columbia, Delaware, New Jersey, New York, Pennsylvania and 
Virginia). 

According » rKponscs of cUimams in the dosed claim study, we ptojeet that 
claimants have access m health insurance, 2.6% have access to worken 
19% have access to a wage oondnuadon plan, 10% have access to Medicare benefta and 16% ha« 
access to other PIPtoefc (such as essential services, funeral benefit and so fort* It^ 

interesting to note the responses to this question indicate Maryland clatmanE « 

likely than their counterparts in neighboring jurisdictions (and counttyjnde 
have access to recoveries ftom collateral sources. We suspect this is due in part to the large 

number of government employees living in Maryland. 

The PIP claimants that have access to workers compensation benefits either choose to file a TO 
2L mther than a workers con.pen.adon claim (for a variety of reasons), or ^nbmit a Pff 

to receive benefits already paid by workers compensanon. It is prudent to assume that not all 
do^ — paid under die PIP coverage to claimants with access to workers compensaoon 

are in fact duplicated. 

- Widi respect to Medicare, it fa our understanding that Medicare Bstricdyserondary to ataomobilc 
tnsuranoebenefits. Hence, we do not expect any PIP savmgs emanaong ftom the Medicare 

system. 

For those claimants with access to health benefits and wage continuation plans, we must rccognizc 
that not all dollars associated with automobile injuries can be recovered from an alternate nxovery 
source, due to deductibles, copayments and waiting periods. While we do not have detailed 

to support our assumption, we estimate that 50% of the medical claim dollars paid under the PIP 
coverage for injuries sustained in an auto accident could be recovered from a health plan vu 

seoSy coverage. Moreover, we estimate that 50% of the wage loss and other^ ^ 

out under PIP could be recovered from an alternate recovery source. The combinaoon of the 
percentage of daim dollars eligible for collateral recovery and the 

dollars effectively recovered from alternative sources amounts to 28.4% (see Exhibit V). 

TUUncfhast 



T i o assess the reasonableness of the 9.S 40^ • 

provided by private passenger auto insurers in the st^ n^M^KCXain"!C thc Prcmium discounts 
In each of these three states, insureds are aJiowcd rn ^ lgan' W ancI Ncw York, 

medical and/or wage continuation p,^ ^ 0th- 

^ iso comp„.c) for 
(SaK ^ 

Medical 25 - 35% 

Wage Loss 13. ^ 20-25% 

Medical & Wage 35-48 / n/a 

n/a n/a 

^ (67-1% 0fd- dollais h„c 
dolte have poLw for du^ r^v™™?5o^'CatCd,• "% ^ <"% of data 
fet party benefits. From the able of&co^B ah^ dupl«ted) and 6% for all other 

reasonable in light of the implied discounts for each coverage component^ 50% aSSUmi>d°n " 

benefits and has a ve^e^T ^ b^^ ~9"ires unlimited medical 

party PIP coverage. SS. of NlTolT^ /stoToO S60-(;00^ fim 

subject to deduoibles and coordinarionopdom Duemrt, 11 ^oc fir^t party PIP, 
inthe ^ of Ma^and. „d the faa ^tLredfrnay^LTo^fofr ^ 'imiB 

motorist ^ ""insured 

recovered under thc tortfeasor's BI (or insurS'^UM^ J00"0"11^®5 would then be 
and UM coverages would result from PIP covering rh ttpt^^ savuigs to thc current BI 
the BI and UM coverages. This offset k rl'fr i currendy being reimbursed under 

among collateral sources, HP, BI and UM covoL^ ^mCaSUre thc dynamics of recoveries 
less savings than hcretoforr indicated on the P^ove^T^/15 PrUdCnt ^ pr0jcct somcwhat 
and UM coverage costs. We therefore assume 2% IJT^ corresponding savings to the BI 

instead of 28.4%) and a 1% savings ^ ^ 26-4% 

3. Restrictions on Duplicate Recoveries (Exhibit VI) 

Recommendation 1(b) nates that uninsured motorist benefit. 
compensation paid or payable from collateral sources ^ ^ 
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Current law permits recovery of damages under the UM coverage (which includes undcrinsured 
motorist - UIM - coverage) from other collateral sources, thereby duplicating benefits. This 
provision would eliminate such duplication under cither the first party PIP coverage or from other 
collateral sources such as health insurance, wage continuation plans, and workers compensation, 
and thus, reduce UM costs. 

Similar to the question regarding PIP claimants, the IRC closed claim study asked claim file 
reviewers to examine whether collateral recovery sources were available to UM and UIM 
claimants. Furthermore, it asked whether claimants had received payments from other insurance 
coverages. 

According to the closed claim survey, 90 of134 (67%) UM/UIM claimants indicated that they 

had received payments under a first party PIP or Medical Payments coverage. The dollar amounts 
paid by the first party coverage amounted to $195,362, which compares with the amounts 
actually paid under the UM coverage of S598,317. Hence, it appears the maximum potential 
savings that could result from precluding the duplicate recovery under UM coverage of benefits 
paid under a first party coverage would be 32.7% ($195,362/5598,317). 

As a practical matter, we must recognize that there are many instances in which the amounts paid 
under PIP coverage are limited by policy limits and would be rightfully claimed in an aeddent 
involving an uninsured motorist. We reasonably cxpect the cost impact of eliminating the 
duplication of first party PIP recoveries under the UM coverage will be less than half the 
maximum potential savings indicated. 

i 

Access to collateral recovery sources outside the private passenger automobile insurance system 
could provide additional savings. However, the otherwise indicated savings will be diluted by the 
percentage of accidents involving uninsured motorists out-of-state. The percentage of daim 

dollars attributable to Maryland drivers having aeddents involving uninsured motorists outside 

the state borders is considerable. From the IRC dosed daim study, approximatdy 33% of UM 
claim dollars paid to Maryland residents relate to automobile accidents occurring outside the state. 

- - In such cases, the laws of the jurisdiction in which the aeddent occurred governs the 

compensation for those injuries. So no matter what statutory reforms arc enacted in Maryland, 

more than 33% of die UM daim dollars will be unaffected. 

While some daimants with access to workers compensation benefits may be duplicating their 
recoveries under the UM coverage, there are situations where a UM daimant may be pursuing 

recovery of general damages only. Hence, in addition to those daimants that choose not to file 
a workers compensation daim, there is another dass of daimants that are legitimately pursuing 
recovery nn^W UM, despite having access to benefits under workers compensation. Similar to 
the discussion for secondary PIP coverage, we do not expect any UM daimants with access to 
Medicare are currently duplicating recoveries. 

For those daimants with access to health benefits and wage continuation plans, we assume 50% 
of the medical rlaim dollars paid under die UM coverage could be duplicated via collateral 
recovery sources. We also estimate that 50% of the wage loss and "other" dollars paid out under 

UM could be recovered from an alternate recovery source. The combination of the percentage 
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portion of those claim dollars ^ co,.latcraJ recovery, and the 
indicated savings of 21.3% (sec Exhibit VT^ alternative sources results in the 
multiplier effect will lower the general daiL~ ^ " thc ^"mption that the 

Lfat ror^ ™X™ZZZnZ°rvt°*a "y *' doHars pa,d out in general damages is the weiehted ^ ' WC assunie the proportion 
medical, w^e, and all other), or 63.4%. Given Lt zener^ eCOn0mic Iosscs ^cctcd (i.e., 
dollars paid our under thc UM coverage, thc 10 5% ^ gCS ^JUSt OVCr ha]fAc totaJ 
cconoM losses is matchcd by a 10.8% du! ^ rcd^on in 

multiplier effect gs due to reduction of general damages via the 

Two important issues must be considered 

estimated cost savings. First: UM claimant Ac reasonableness of thc 21 3% 

^ PIP daimante^vith att^to^olla^^i^^.^^^ 10 ^ol^atcra^ source recoveriK 
of ''""fiB is occurring berween °Uy ^ SeVCral 

and a hcald. plan, but no, ben^n PIP an^ 1,,,d PIP'or >«««" UM 

BM and collattral wmce but not between TOl" d Sp ^ ""T indiattd 

^uble count tf.e potential saving to UM claimants Wolte?"' ^ must not to 
under one or another collateral source (but not borh CC0n0m,c Ioss heretofore paid 

^mating the dollars currently duplicated betwetm pn> ^ *' mcaa^ involved in 

of instances where d.ere is Se^v^bI^
U^"din ^^4= number 

^ ^ 2l-3% ^ 
^.Ch u the same as that assmncd duplicated b^fa,^ ^ ' S0% ^pdon, 

One couM argue the percentage should be greater in a 1^1 Md sources, 
u one other possible collateral source avaihUe H,, fi s,nunon precisely because there 

a« else Wng ^ we should m^tte a^wK^'^^ite that 
P^tage of claim dollars duplicated. However theadm m0rC.,lbci^ assumption regarding 
coverage environment will be difficult. In addition to , ofda>ms in this secondary 

claim situation, an insurer would have to force its insured to fif T ^ OWn daimants ^ a UM 
m ordcr 00 asscss the UM coverage. In all likelihood ^ ^ claims against collateral sources 
part of insureds to identify, much less file cla^ considerable resistance on the 

-Percussions on their onp^ent s^r miTaTo^' ^ SOllrCCS- ^-ay f^ 
not want to participate in the cost of their injuries vfa dcducrihl COmPCnssition Others may 

many claimants may be wary of filing claims a«insfthd f?d Furthermore, 

lifetime maximum limit, or result in higher rates fST . lnSUrCr that: ^ erode their 

wfuduhcy belong. Due to thc incvitfble "slippaee ^T ^ or f°r the group to 
secondary coverage, we feel thc 50% assumptio^is^^^ m ^ of this 

thir^*rty 
Sourc*- y eoml,m***<>n patd or payable from collateral 
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Current law permits recovery of damages under the bodily injury liability (BI) c°vcn^ ** 
damages already paid from PIP coverage and other collateral sources. ^ faO, ^ 

ccprcsslv prohibit a PIP carrier from pursuing a right of subrogation against the at-fault party to 
rccovcr Ac duplicated benefits. The proposed reform provision would elimmate such duphcanon 

received under theBI coverage for damages already compensated under other collateral so - 

It is difficult to measure the doUar impact of this proposal for several reasons. First, the closed 
dahn study asked claim file reviewed whether BI claimants received payments under oth- 
rnvrraprs Affirmative responses indicated that in many cases payments were received under th 

PlP^overage. However, this is not at aU unexpected and injured daimantt ^ ^ 

first party recovery from his own insurer first, then proceed against the tortfeasor's BI coverage^ 
The fShat a daim involves both BI payments and PIP payments does not mean in all cases th 

is duplication of benefits. 

The coverage dynamics make it difficult to obtain information on BI payments made on behalf 
of an at-fault insured that are being duplicated by the injured daimants PIP earner. 

Those claims involving PIP payment. aswdla.BI 
15% of BI daim payments (5121,484 in PIP payments paid on behalf of 91 BI daimants, wi 
total BI payments of 5791,794). In states surrounding Maryland, the maxmrnm up ica on 

indicated using a similar calculation is 20%. The countrywide indication is 17.6%. 

The dosed daim study did ask daim file reviewers whether the BI daimant would be reimbursing 
a PIP/Mcdical Payments insurer for amounts paid under BL Less than 3% ^ 

-W and the dolLr amounts associated with those daims amounted to less than 4.5% of BI dum 
Given theuncertaintyinvolved in estimating the true dupl^ 

of current BI daim payments are duplicated under the PIP coverage. 

While recommendation 1(c) of the Commission's Preliminary Report states that ^ 
liability recoveries must be reduced by compensation paid or payable from collate so , 
disolion potrion speafa cxcteivcly to reveries ftom the PIP coverage -d 

potential collateral sources (such as medical, wage couonuanon 
Snstrue it id apply to benefc paid or payable ftom all collateral sources mdudmg PIP coverage. 

In effect, this provision makes BI a secondary coverage. 

Similar to the discussion above regarding duplication of benefits undo- the UM coverage, the 
samesituadon applies under the BI coverage. That is, there is potential for duphcate myier/ 

benefits under BI and PIP, as well as between BI and collateral sources. ^ *e P££^ 
duolicate rccovety between PIP and BI is even greater than between PIP and UM «fauM 

generally there will be two insurance companies involved instead of one. HOT:e,*crc.h. 
^vai greater problem in verifying the existence, much less the coverage terms and <°°^| °f 

cdlaSso^cerecoveries. As a tesult, we use the same 50% assumpnon 

that may be recoverable via collateral sources. The overall indicated savings of 27% (see Exhibit 
VI) is comprised of 11% savings due to reduction in economic loss component and 16% savings 
due to reductions in the general damages via the multiplier effect 

TUlinghast 
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4. Managed Care (Exhibit VH) 

2(a) mtc, that innrcr, „«, pjp 

^""ivnu^andtb, AuJlaZjZ,ZZZT"™* "*' 

Tie current system for compensating acdHmr 

daimanc, attorneys, and hrfd. am pLde^ m ov^LTeaaSOPPOm,nidcS incentives for 
in order to maximize recoveries. One method to r'cduJ 0r trcat non-cxistent injuries, 
^Mrs is to require that PIP ^ for 

for the sum ofS^ E^^ly f ^ 0f daa" *= «P«i=nee 

(Msscnger automobile insuras to offer a'm^LTT ? Pa" requiring private 

^ .OSS experience shZ" ^adCS^nT^m" ^ ^ ^ ^ 
managed care reforms. Our readine of CoIomHr, . j ? seventy subsequent to the 
indicate no other statutory or rceulatorv rh cuss'ons industry sources 

the expected distribudon of insureds choosing the managed eare opdon; 

" ' Aep^0^of,:llimdoU« »flicted by managed care; and 

the corresponding savings id medical dollars paid out under the BI and UM coverages. 

imurers id ^ mmt *" °ff<«d by "majof 

^ understanding that die definition ofsoft-dssue mlates It is 

Aeoordtng to the IRC dosed daim study 81% ofPff datadoT and strains, 
involve sprains/strains. 11X1 dollars Paid "i the state of Maryland 

WC ^ Z™1 somc "wight into the potential savings resulrino- 

reviewing recent experience in Colorado. ^Qng from the managed carc option by 

According to a recent article mBartXepinp the "mainrin. p • 
managed care feanue in Coiorado. We have no definidv! S^f 
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insurcds choosing that option, however, sources within a large insurer have indicated to us that 

less than half of their Colorado insurcds have chosen the managed care option. 

We do know that the average PIP claim severity in Colorado dropped significandy during the 
three year period subsequent to the managed care implementation. In fact we estimate the 
reduction as 38%, if we assume a 12.9% annual trend in claim severity implied by linear 
regression over the 5 year period just prior to the implementation of managed care. Not only is 

a 38% reduction indicated, but the average annual change in claim severity appears to have 
moderated as well. A linear regression over the latest 7 quarterly points indicates an average 
annual trend of 7.2%. 

If we consider that half of the Colorado insurcds have chosen the managed care option, and that 
there has been a 38% reduction in claim severity, one may conclude that the savings due to 
managed care is double the 38%. Several important items need to be considered prior to drawing 
conclusions as to the impart of managed care in Colorado. First, many companies offered 
deducdbles and co-payment features with the managed care option. Secondly, there were unusual 
circumstances in Colorado prior to the managed care implementation in 1991. 

Colorado amended its no-fault law in 1985, increasing the monetary tort threshold from S500 

to S2,500 and increasing the minimum PIP policy limit from 525,000 to $50,000. Subsequentiy, 
the PIP claim severity exploded and the BI claim frequency didn't moderate at all (as legislators 
had anticipated). In fact, there was a considerable movement among claimants to build up their 
economic losses such that the tort threshold would be met and recovery of noneconomic losses 
would follow. About the same time as the implementation of managed care, there was a high 
profile expose of fraud rings in and around the Denver area by a local television station. We are 
uncertain as to the impact such publicity had on the claiming behavior of individuals (as well as 

on the attitudes of plaintiff attorneys), however, the drop-off in PIP claim seventy occurred 
shortly thereafter (coincident with the implementation of managed care), and the ratio of BI to 
PD claims (often used as a measure of litigiousness) leveled off, after many years of steady 
increases. 

Perhaps the best indicator of the impart of managed care is in the premium discounts offered by 
major Colorado insurers, which range from 20% to 23%. However, the Colorado program does 
not require that treatment received within the first 24 hours of the accident be provided in a 
managed care environment. There have been numerous studies regarding the impact of managed 

care on health care costs in general. Most studies indicate savings upwards of 20%, depending 
on the nature of the managed care provisions (i.c., medical fee schedules, peer review, utilization 
review, capitation, and so forth). 

For the purpose of this study, we assume: 

• 50% of Maryland insurcds would choose a managed care feature; 

• managed care will have no impart on medical costs paid out under BI and UM coverages; 
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Ac managed carc features as ouriin^- t, 

Therefore, the impact on PIP exists is j 
toscs is estimated as -9.5%; 

!) % of Losses - AdedicaJ 

2) % ^Losses - Soft-Tissue 

/o Choosing Managed Care 

Estimated % Savings 

5) Projected Cost Impact (l^^x^x^) 

78.1% 

81.0 

50.0 

30.0 

-9.5% 

^ 5- Treatment of Soft Tissue Injuries (Exhibit Vln) 

Kb) rtaer Urn health car, 
treatment of sofi-tmue injuries arisi™ ^JK not charge more ibr th, 

iy Medica* -cUam ^ 

^ t^osc otherwise considered 

ss%l ^ ■"V™ 

We have some empirical evidence as to thr • 

steady dedmes „ the average HP dain, sev^ "cepoons). Since then, there 
ty. However, many provisions of Ac 
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no-fault law afftatd the PIP claim severity, including a reduction in the minimum limits that 

insurcds have to purchase. 

A retrospective review of the impact of Act 6 in Pennsylvania indicates that Mrfteefe 
schedule (at 110%, with exceptions) lowered medical costs by approximate Y 

tapttt Of a similar scheduled likely produce similar savings. lor metol ^ 
a managed care environment, we assume a 25% savings due to the Medicare 

1) % of Losses - Medical 

2) % of Losses - Soft-Tissue 
3) % of Claim Dollars in State 
4) % not Choosing Managed Care 
5) Estimated % Savings 

6) Projected Cost Impact (l)x(2)x(3)x(4)x(5) 
7) Multiplier 
8) Cost Impact including multiplier (6)x(7) 

■the 14% savings to BI costs is heavily influenced by the 2.46 muldplier, as is the 10.3% savings 
to UM costs. 

JBL 
.319 
.850 
.843 

25% 
-5.7% 
2.46 

-14.0% 

PIP 
.781 
.810 
1.00 

.50 
25% 
-7.9% 

1.00 
-7.9% 

UM 
.405 
.750 
.671 

25% 
-5.1% 
2.02 

-10.3% 

6. Restrictions on Solicitations by Attorneys 

juus Oat attomeyt nctsmdta^^l 
 ■..■i. cr their rdstiva fir30J*ysfiUow»y *r> acaimt. to CM 

Similar to the rule in Florida, this provision attempts to mitigate attorney involvement in auto 
^uwdakM! We have no reliable information as to the impact of such a rule 

in dryland, bccause the implementation of the rule in Florida has been tied up in the courts 

several years and was only recently upheld by the U. S. Supreme Court. 

Orieinallv passed by the Florida Bar in 1990, the Florida Supreme Court upheld the Bar's 
amendments to the rules of advertising in the state of Florida. In March 1992, the rules were 
challenged in District Court. The District Court referred the parties competing summary 
j^gmit motions *, aMagistrate Jud^e, who concluded the new 

toLs fully in compliance with the law. TheDismct Court rejecred die 

report and recommendations and entered summary judgment for the plainlrfEs in 1 . 
Heraith Circuit affirmed on similar grounds in 1994. In a 5^ dtdsion^ the U. S. 

reversed the lower court decision, effectively re-implementing the rules barring targeted direct 
mail solicitations to automobile accident victims and relatives for 30 days following an acadenc 

In the brief amount of time when the rules were in effect (Legate 1990 4^ ^1992). 
there is no evidence to support an estimate of cost savings. The impact of the U.S. Suprem 
Court's reversal in June 1995 will not be known for several more months. Given the uncertainties 

TUlinghast 



surrounding its cffccr wc assume ,+, • , ^ 
indicated El and UM cos^bH^16 implcmcnt 0fRCCOmmCndacion 2(c) Will lower otherwise 

7. Restrictiom o„ Recovery of UM Benefits 

^commendation 3(a) states „ • 

Insurcds who accidentally cause damao-r tr. ^ ■ 
by a hit-and-run or -^haniDin' vehidc. anH TiT™ daim Ac damage was amed 

Kcommendadon. ^ 

8- Other Pro 'Visions 

Pflot program5°MIK Ac opportunity for insurance ftaud A 

proposal's bencfis. )"o °ty of Batamorc would be a fct s^p asse^d.e 

^ s a renricdon on the use of paid ■'runners''tn ,r 
Ord,nio- ^uect accident victims to particular arrorueys 
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JHecommendation 3(e) states that before a claim has been made, an insurer may cancel and 

rescind a policy of an insured who makes a material misrepresentation in the application 
for automobile insurance if the insurer would not have issued the policy if the true facts had 
been made known to the insurer as required by the application; after a claim has been made, 
an insurer may deny first party benefits to the insured. 

If a person procures insurance fraudulently, the cost of that fraud is borne by the drivers who 
procured their insurance honestly. This provision will limit this cost-shift and permit insurers to 
immediately r^nrfl and rescind the policy if the fraud is discovered before a claim is made and to 

deny first-party benefits to the insured if the fraud is discovered after a claim is made. 

Recommendations 3(b) through 3(c) may have an impact on costs long term, however, we know 

of no definitive data available to quantify their impact. 

9. Optional Coverages 

"Recommendations 4(a) and 4(b) state that the PIP and XJM coverages must be made 

available, however, will be optional. In addition, insureds choosing not to purchase UM. 

coverage may not claim against the Unsatisfied Claim and Judgment Fund. There will be 
cost savings to individual consumers that do not purchase the heretofore mandatory 
coverages. 

These provisions involve no direct cost savings to the system, but will result in premium savings 
t for those insureds choosing to forego purchase of the coverages. In fact, making PIP optional will 

serve to increase costs under the BI coverage, if the insureds who decline the coverages are not 
^npKfaring their coverage under the current system. In addition, the multiplier effect may tend 

to magnify the increase in BI costs resulting from the transfer of economic losses from PIP. The 
table below displays impact on BI cost for several assumed levels of PIP cost reduction resulting 
from insureds declining PIP coverage. 

% Reduction Maximum % Impact on BI Costs 
in PTP Costs Statewide City of Baltimore 

10% +7.7% +7.6% 

25 +19.3 +19.0 
50 +38.6 +38.0 

75 +58.0 +57.0 
100 +77.3 +75.9 

Tillinghast 
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<W Ongb 6(c) ^ 

No person may use or operate a. radar dctector elation. 

tpa rj^r ^ ^ ^ ^ 

Summary 
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Impact of Estimated Cost Savings on Premiums 

Statewide 

'• Assumptions 

1) Relative rate adequacy remains unchanged. 

5 0"ne ra,e- ^ 

■% of Writtpn Premium (MAir 

Commissions & Brokerage .Variable Total 
Other Acquisition ».„/ 8-20/o 8.2% 

General 5.6% 
Taxes, Licenses & Fees 4.3% 

2-2% 2.2% 
3) Vatebte expenses «femain same pememage of new pre™, 

according to NAIC PraS^Oau ^5 55 Mal»la"<1 

gPenaes (both allocated and unallocattd) to f"8"16"! 

«.e ULAE are ,0 Prem",m's a4% <'"«" 5.9%). We assume 

Exhibit la 

Impact of Cost Savings on Premiums 

Present 
Losses & 
Expenses 

Estimated 
Cost 

Savtnas 

New Loss 
& Expense 
Component 

Component of Premium % of New 

0) 

Losses + ALAE 
ULAE 

Variable Expenses 
Fixed Expenses 
Und. Profit/Loss 
Total Premium 

(2) 

$71.80 
9.40 

10.40 
9.90 

-1.50 
$100.00 

(3) 

27.3% 
0 
0 
0 
0 

(4) 

$52.17 
9.40 
8.16 
9.90 

-1.18 
$78.45 

(5) 

66.5% 
12.0% 
10.4% 
12.6% 
-1.5% 

Indicated Reduction in Premium 

Column 
(2) 
(3) 
(4) 

(5) 

Assumed premium of $100 
From Exhibit 
Col (2) x [1 - Col (3)] for losses and ALAE 
Col (2) for ULAE and fixed expenses 

sg,^rr£(^
^va,iaweexpOTsesa«, u"d- ^ 



Exhibit lb 

impact of Estimated Cost Savings on Premiums 
City of Baltimore 

1. Assumptions 

1) Relative rate adequacy remains unchanged. 

2) The expense components of the rate, separated between the variable and fixed 
elements are as follows. /kiaic- 

OL rrf Wnttftn Premium (NAIC data) 
Fixed Variable Total 

8 2% 
Commissions & Brokerage 

Other Acquisition 5.6/o 
Cenera' 43 

Taxes. Licenses & Fees 

8.2% 
5.6% 
4.3% 
2.2% 

3) Variable expenses will remain same percentage of new premium 

4) The 1993 loss ratio for private passenger automobile liability 'n ^aiyland 

according to NAIC Profitability Data was 65.9%. and the ratio of loss adjustment 
expenses (both allocated and unallocated) to premiums was J5-3^ 
ALAE is approximately 9% of losses, the resulting ^medloss ^ Al^Ejato 
is 71.8%. Hence, the ratio of ULAE to premium is 9.4% (15.3 /«- 5.9 /o). We assume 
the ULAE are fixed expenses. 

11. Impact of Cost Savings on Premiums 

Present 
Losses & 
Expenses 

Estimated 
Cost 

Savings 

New Loss 
& Expense 
Component 

% of New 
Premium 

(1) 

Losses + ALAE 
ULAE 

Variable Expenses 
Fixed Expenses 
Und Profit/Loss 

(2) 

$71.80 
9.40 

10.40 
9.90 

-1.50 

(3) 

30.7% 
0 
0 
0 
0 

(4) 

$49.76 
9.40 
7.88 
9.90 

-1.14 

(5) 

65.6% 
12.4% 
10.4% 
13.1% 
-1.5% 

Total Premium $100.00 | $75.81 

indicated Reduction in Premium 24.2% 

Column 
(2) 
(3) 
(4) 

(5) 

Assumed premium of $100 
From Exhibit 11 
Col (2) x [1 - Col (3)] for losses and ALAE 
Col (2) for ULAE and fixed expenses 
Col (5) x Total Col (4) for variable expenses and Und. P/L 
Col (4)/Total Col (4) 

HUinghast 
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Maryland - Private Passenger Auto Liability 
Projection of Mandatory Coverage Costs 

Exhibit Ilia 

Coveragp 

(D 

Bi 
PD 
PIP 

UM-BI 
UM-PD 
UIM-BI 

Industry Data 
as of 3/31/05 

Freq 
{2a) 

0.01493 
0.04430 
0.02083 
0.00149 
0.00044 
0.00007 

Severity 
(2b) 

$9,389 
1,723 
2,232 
9,389 
1,500 

18,778 

Selected 
Annual Tr^prt 

Freq 
(3a) 

0.5% 
3.0% 
1.5% 
0.5% 
3.0% 
0.5% 

Severity 
(3b) 

2.0% 
5.0% 
3.0% 
2.0% 
5.0% 
2.0% 

Trended tn 7/1/0*; 
£rea Severity 
(4a) (4b) 

0.01508 
0.04700 
0.02146 
0.00151 
0.00047 
0.00008 

$9,720 
1,877 
2.350 
9,720 
1,634 

19,440 

Coveragp 

d) 

BI 
PD 
PIP 

UM-BI 
UM-PD 
UIM-BI 

Column 
(2) 

(3) 
-(4)" 

(5) 
(6) 
(7) 
(8) 
0) 

(10) 
(11) 

Selected Assumed 
Severity Exposure 

(Sa) (5b) (6) 

0.01510 
0.04700 
0.02150 
0.00150 
0.00050 
0.00008 

$9,725 
1.875 
2,350 
9,725 
1,635 

19,500 

2.500,000 
2,500.000 
2.500,000 
2.500.000 
2,500,000 
2.500.000 

Claim 
Counts 

(7) 

37.750 
117,500 
53.750 
3.750 
1.250 

200 

Average 
Claim Cost 
with A! AF 

(8) 

$11,184 
1.969 
2.468 

10,211 
1.635 

20.475 

System 
Costs 

f millions) 
(9) 

$422.2 
231.3 
132.6 
38.3 
2.0 
4.1 

% of 
Total 
(10) 

50.8% 
27.9% 
16.0% 
4.6% 
0.2% 
0.5% 

Frequencies and Average Claim costs for BI PD and PIP frnm iqcvmah e- t 

for year ending 3/31/95. Based upon a 1989 Al RAG ^ Fast Track 
the UM-BI frequency is assumed to be IO'/^^ri^ Un,nsured Motorists, 
dain, cost is assumed ,o 

^i61^ uiMrerty is 

and tha c^sI!;aT/aDsS0^|^ooe^% 0,8,6 PD 

?aSeijf?^denved trends from Fast Track data (refer to Exhibit M 

S STcd w'30'94 (le- mid')0in, ^ ^5, 

inSUredS' a" 0,WhiCh mUSt »• PD. "M and UIM 

(15% fer Bl' 5% ^ PD- plp- and UIM) 
Col (9)/Total Col (9) 
Col (9) / Col (6) 

Dollar 
Cost 

bslQsl 
(11) 

$168.87 
92.53 
53.05 
15.32 
0.82 
1.64 

$830.6 100.0% $332.23 

l^bnghost 



Exhibit Ulb 

City of Baltimore - Private Passenger Auto Liability 
Projection of Mandatory Coverage Costs 

Coverage 
(1) 

B1 
PD 
PIP 

UM-BI 
UM-PD 
UIM-B1 

Coverage 

(D 

Bl 
PD 
PIP 

UM-BI 
UM-PD 
UIM-Bl 

Industry Data 
PS Of 3/31/95 

Freg Seventy 
(2a) 

0.02986 
0.05538 
0.04583 
0.00254 
0.00075 
0.00015 

(2b) 

$8,920 
1,697 
2,455 
8.920 
1,425 

17,839 

Selected 
Annual Trend 

Freg Seventy 
(3a) (3b) 

frpnded tO 7/1/96 
Freg Severity 
(4a) (4b) 

0.5% 
3.0% 
1.5% 
0.5% 
3.0% 
0.5% 

fiplpcted Assumed 
Frea Severity F.XPQSLTeS 
(5a) (5b) (6) 

0.03020 
0.05870 
0.04720 
0.00260 
0.00080 
0.00015 

$9,235 
1,850 
2.585 
9,235 
1.550 

18,500 

150,000 
150,000 
150,000 
150,000 
150,000 
150,000 

2.0% 
5.0% 
3.0% 
2.0% 
5.0% 
2.0% 

0.03016 
0.05875 
0.04721 
0.00256 
0.00080 
0.00015 

$9,234 
1,848 
2,586 
9,234 
1,552 

18,468 

Average System 
Claim Claim Cost Costs 

Counts with ALAE OniUjODSl 
(7) (8) (9) 

4,530 
8,805 
7,080 

390 
120 
23 

$10,620 
1,943 
2,714 
9,697 
1,550 

19,425 

$48.1 
17.1 
19.2 

3.8 
0.2 
0.4 

% of 
Total 
(10) 

54.2% 
19.3% 
21.6% 

4.3% 
0.2% 
0.5% 

Dollar 
Cost 

per Car 
(ID 

$320.73 
114.02 
128.11 
25.21 

1.24 
2.91 

$88.8 100.0% $592.23 

Column 
(2) 

(3) 
(4) 
(5) 
(6) • 
(7) 
(8) 
(9) 
(10) 
(ID 

P?ltimorp Multiple 
Freg. Severity 
2.00 0.950 
1.25 0.985 
2.20 1-100 
1.70 0.950 
1.70 0.950 

uiwi-DI 2.00 0.950 
Assume trends for City of Baltimore are same as statewide 
Trended 1.75 years from 9/30/94 (i.e. midpoint of year ending 3/31/95) 

AssunwdmOOO SurSs. all of which must purchase Bl, PD, PIP. UM and UIM 

(15% for Bl, 5% for PD, PIP, UM and UIM) 

Col (7) x Col (8) 
Col (9) I Total Col (9) 
Col (9) / Col (6) 

Coverage 
Bl 
PD 
PIP 

UM-BI 
UM-PD 
UIM-Bl 

TiUinghast 
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State: Maryland 

T„„„ 
Exhibit IV 
Sheet 1 

Bodily Injury 

Year 

Ending 
Quarter 

91-1 
91-2 

91-3 
91-4 

92-1 

92-2 
92-3 

92-4 

93-1 

93-2 
93-3 

93-4 

94-1 • 

94-2 
94-3 

94-4 

95-1 

Paid Paid 
aaim Qairn 

^:re^'- §everiry PreminTn 

15.14 59,544 $144.46 

14-97 9^70 147.77 
"•O2 9^72 149.79 
14-99 10.Q39 150.47 

15-02 10JX6 15034 
15-06 9^87 145.93 
15-01 9^566 145.23 
"•OS 9.518 14337 

15-10 9-56l 14433 
15,07 9-770 147.19 
14.99 9.779 14639 

14-90 9^38 14849 

"■81 9358 145^9 
14-84 9,765 144.93 
14-82 9433 142.75 
14-90 9,453 14037 

14-93 9389 140.15 

Property Damage 
Personal Injury Protei caon 

Paid 

Qaim 
Freo.* 

4339 

4238 

4Z02 

4133 

41.44 

4134 
4132 

4134 

4130 

4135 
42.08 

4118 

43.45 

43.66 
4437 

4432 

4430 

Paid 

Qaim 

^Sritv Premium 

S1349 

1346 
1330 

1328 

1318 

1317 
1330 

1336 

1352 

1361 
1368 

1390 

1391 

1309 
1336 

1363 

1.723 

4-696 4-2% 9.0% 
0-9% 2.7% 33% 
 0-9% 2.4% 

ANNUAT 

1 Year 

2 Year 

3 Year 

EyponenHal 

1 Year 
2 Year 

3 Year 

^^rsPtrrmCon^any 

'Frequency is per L000 camcd earycars. 
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Exhibit V 

Maryland - Analysis of Proposed Auto Insurance Reforms 
Estimated Cost Impact of Secondary PIP Coverag 

p;p Claimants that have access to collateral source rec0
(^^nts ^ 

Maryland DC.DE.NJ. Countrywide 
Collateral — • 

Source 

Health % of Claims 
% of Claim Payments 

Workers % of Claims 
Compensation % of Claim Payments 

Wage Cont % of Claims 
Continuation % of Claim Payments 

Medicare 

Other 

Assume; 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

Claimants 

65.0% 
70.2% 

2.6% 
2.1% 

18.8% 
21.6% 

9.8% 
15.1% 

19.2% 
13.7% 

K1YPA.VA Claimants Selecteg 

38.1% 
34.1% 

3.9% 
4.3% 

8.7% 
13.5% 

9.0% 
10.7% 

4.1% 
7.5% 

56.8% 
52.9% 

4.0% 
4.6% 

10.4% 
13.7% 

14.2% 
16.3% 

6.0% 
6.4% 

60.0% 
65.0% 

2.6% 
2.1% 

19.0% 
22.0% 

10.0% 
15.0% 

16.0% 
12.0% 

Analysis; 

7b Ol oiaim i a/"—  

3 ~ <»*>■ 

DisLDf % Of Claim Portion % of Claim 
pip Dollars Assumed DoBars 

CojjjEonent JPajd Affected DuElicated Removed 

Medical 
Wage 
Other 
Total 

78.1% 
18.0% 

3.9% 
100.0% 

0.671 
0.220 
0.120 

0.50 
0.50 
0.50 

26.2% 
2.0% 
0.2% 

28.4% 
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Maryland - Analysis of Proposed Auto Insurance Refnrmc 

ted 0051 lmpaa 0fElim"«°„ Recoveries - UM c^erage 

UU ^ ^ ^ 

a) M 6J%,0f MD UM Ciain,s (90 out of 134). dollars i Medical and PIP coverages 

Coverage Econ L ogg 

UM/UIM 258.948 

PIP 
Medical 

Total 

^ are paid out by the same insurer under both 

Maximum 
% Savings 

173.209 
22.153 

195,362 
b) 

32.7% 
Other sources of potential duplicate recoveriec ar. f„, .. 
collateral source recoveries; claimants with access to 

Coliateral 
Source 

Health 

Work Comp 

Wage Cont 

Medicare 

Other 

Assume: 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

Claimants in 
Maryland DC.DE.NJ. Counted, 

Claimarig 

58.5% 
68.2% 

8.2% 
10.2% 

4.3% 
10.2% 

3.0% 
0.4% 

12.0% 
26.6% 

45.1% 
42.5% 

8.3% 
8.0% 

10.0% 
16.3% 

9.5% 
8.7% 

6.3% 
5.0% 

52.1% 
52.4% 

5.5% 
7.2% 

6.8% 
10.1% 

12.1% 
11.6% 

9.9% 
6.8% 

55.0% 
65.0% 

8.0% 
10.0% 

4.5% 
10.0% 

3.0% 
0.5% 

12.0% 
25.0% 

Analysis: 

Component 

Medical 
Wage 

Other Econ 
Non-Econ 

Total 

Dist of 
UM/UIM 
$ Paid 

40.5% 
8.4% 
0.5% 

50.6% 
100.0% 

% of Claim 
$ In-State 

0.671 
0.671 
0.671 
0.671 
0.671 

% of Claim 
Dollars 

Affected 

0.750 
0.100 
0.250 
0.634 

Portion 
Assumed 
Dupficateri 

0.50 
0.50 
0.50 
0.50 

% of Claim 
Dollars 

Remove ri 

10.2% 
0.3% 
0.0% 

10.8% 
21.3% 

Tillinghast 
^ Towers Pernn Company 
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Maryland - Analysis of Proposed Auto Insurance Reforms 

Estimated Cost Impact of Elimination of Duplicate Recovenes - B1 Cov g 

c) Recovenes o„ rol,s,reduced.y compense,/on '.covered f™. 
collateral sources 

3.4% of claim dollars 

The IRC study asKed BI ^ 
the claimant under other coverages. "X however it is not clear that such 

mrd' C" ™id ^ the ..Unas o. me cia^ant 
hra^a^hTpuraukig^ tort^im^ainst the other (partially) at-fault driver. 

Other souraes of potential duplicate recoveries are for claimants with access to 
collateral source recoveries: Claimants in 

Maryland DC.DE.NJ. Countrywide 
Claimants NY.PA.VA Claimants Selected. Collateral 

Source 

Health 

Work Comp 

Wage Cont 

Medicare 

Other 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

% of Claims 
% of Claim Payments 

54.7% 
63.3% 

7.3% 
13.0% 

8.2% 
17.2% 

13.4% 
16.3% 

30.3% 
45.3% 

41.5% 
42.4% 

7.9% 
7.6% 

9.6% 
17.4% 

11.2% 
13.9% 

20.2% 
22.9% 

54.9% 
58.6% 

7.3% 
9.5% 

7.1% 
13.1% 

14.6% 
18.0% 

20.8% 
21.1% 

55.0% 
63.5% 

7.5% 
13.0% 

8.0% 
17.0% 

13.5% 
16.5% 

30.0% 
45.0% 

Analysis; 

nomponent 

Medical 
Wage 

Other Econ 
Nop-Econ 

Total 

Dist. of 
BI 

$ Paid 

31.9% 
8.2% 

% of Claim 
$ in-state 

0.843 
0.843 

% of Claim 
Dollars 
affected 

0.765 
0.170 

0.6% 
59.3% 

100.0% 

0.843 
0.843 
0.843 

0.450 
0.640 

Portion 
Assumed 
nuolicated 

50.0% 
50.0% 
50.0% 
50.0% 

% of Claim 
Dollars 

removed 

10.3% 
0.6% 
0.1% 

16.0% 
27.0% 

•nlU^rrUnrf- 
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Colorado 
Average PIP Claim Seventy 

ISO/NAH Fast Track Data 

Year 
Ending 
Quarter 

85-4 
86-1 
86-2 
86-3 
86-4 
87-1 
87-2 
87-3 
87-4 
88-1 
88-2 
88-3 
88-4 
89-1 
89-2 
89-3 
89-4 
90-1 
90-2 
90-3 
90-4 
91-1 
91-2 
91-3 
91-4 
92-1 

Actual 

Fitted Curves 
pyponenlial ^'riea- 

Ratio of Actual 
to Fitted 

1 imw r-UTve 

92-2 
92-3 
92-4 
93-1 
93-2 
93-3 
93-4 
94-1 
94-2 
94-3 
94-4 
95-1 
95-2 
95-3 
95-4 

Ave. Annual Trend 
1986 -1990 

2,791 
3.021 
3.083 
3.262 
3.363 
3.331 
3.376 
3.445 
3.531 
3.729 
3.954 
3.934 
4.035 
4,142 
4,211 
4.475 
4.711 
4,929 
5.270 
5.589 
5.468 
5.427 
5.230 
4.870 
4.839 
4.765 
4,713 
4,672 
4,658 
4,560 
4,552 
4.558 
4.623 
4.780 
4.734 
4.933 
5.063 

2.587 
2.688 
2.793 
2.902 
3,015 
3.133 
3.255 
3.381 
3.513 
3.650 
3.793 
3,940 
4.094 
4.254 
4.419 
4,592 
4,771 
4,957 
5.150 
5.351 
5.559 
5.776 
6.001 
6.235 
6,478 
6.731 
6.993 
7.266 
7,549 

8,466 
8,796 
9,139 
9.496 
9,866 

10.250 
10.650 
11,065 

2,081 
2.251 
2,421 
2.591 
2.761 
2.931 
3.101 
3.271 
3.441 
3.611 
3.781 
3.951 
4,121 
4.291 
4.461 
4.631 
4.801 
4.971 
5.141 
5.311 
5.481 
5,651 
5.821 
5.991 
6.161 
6.331 
6.501 
6.671 
6.840 
7.010 
7.180 
7.350 
7.520 
7.690 
7.860 
8.030 
8.200 
8.370 
8.540 

r value 

11.496 8.710 

16.5% 12.9% 

0.984 0.968 

0.620 
0.615 
0.622 
0.602 
0.614 
0.617 

Last 7 pts. 
Linear Fitted 

4.493 
4.578 
4.664 
4.749 
4.834 
4.920 
5,005 

7.2% 

0.910 

TUUnghast 
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Medicare Reimbursements 

Source; Statistical Abstract of the United States 

Persons Aqs fifi-t- Disabled Total 
Hospital Physicians Hospital Physicians Hospital Physicians Total 

Year Charges Charges Charges Charges Charges Charges Charges 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
198? 
1990 
1991 
1992 

22,908 
28.119 
33.829 
40.987 
46.489 
43.446 
49,247 
53,436 

70,292 
78,840 
90,846 

105,596 
116,977 

71.3% 
69.6% 
68.7% 
67.2% 
64.9% 
68.8% 
65.6% 
60.6% 

51.8% 
50.7% 
47.5% 
46.0% 
50.4% 

7,256 
8,802 

10,483 
12,383 
14,572 
15,354 
17,693 
19,131 

23,987 
26,274 
30,447 
32,138 
34,083 

77.4% 
77.8% 
78.2% 
77.9% 
77.6% 
78.0% 
79.0% 
79.1% 

78.4% 
78.4% 
77.0% 
76.7% 
75.6% 

3,257 
3,976 
4,777 
5,668 
6,239 
5,567 
6,579 
7,205 

data 
9,080 

10.337 
11.910 
14.114 
15,951 

886 
1,079 
1,294 
1,495 
1,727 
1,669 
1,822 
1,940 

not available 
2,230 
2,247 
2,907 
3,065 
3,787 

26,165 
32,095 
38,606 
46,655 
52,728 
49,013 
55,826 
60,641 

79,372 
89,177 

102,756 
119,710 
132,928 

% Reimbursed by Medicare 

70.0% 
68.5% 
67.9% 
66.7% 
64.9% 
68.0% 
64.5% 
59.0% 

data 
49.2% 
50.4% 
46.5% 
44.7% 
50.4% 

78.2% 
78.6% 
78.8% 
78.5% 
78.1% 
78.3% 
78.8% 
78.7% 

not available 
78.1% 
78.0% 
75.7% 
75.9% 
75.6% 

71.1% 
69.5% 
68.6% 
67.1% 
64.9% 
68.7% 
65.5% 
60.4% 

51.5% 
50.7% 
47.4% 
45.8% 
50.4% 

8,142 
9,881 

11,777 
13,878 
16,299 
17,023 
19,515 
21,071 

26,217 
28,521 
33,354 
35,203 
37,870 

77.5% 
77.9% 
78.3% 
78.0% 
77.7% 
78.0% 
79.0% 
79.1% 

78.4% 
78.4% 
76.9% 
76.6% 
75.6% 

34,307 
41,976 
50,383 
60,533 
69,027 
66,036 
75,341 
81,712 

105,589 
117,698 
136,110 
154,913 
170,798 

72.6% 
71.4% 
70.9% 
69.6% 
67.9% 
71.1% 
69.0% 
65.2% 

58.2% 
57.4% 
54.6% 
52.8% 
56.0% 

i 

TiUinghast 
A rowers Pwrrm Company 
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